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In 1836, when William |. Bennett painted and engraved the 
aquatint reproduced on the front cover, “Buffalo, from 
Lake Erie” was probably the view which afforded Buffalo 
citizens the most satisfaction. The Erie Canal, making 
possible an all-water route from lake ports to New York, 
had been completed only eleven years before, and everyone 
recognized that the many ships which scuttled in and out 
of the harbor were responsible for the town’s brisk growth 
and redoubled prosperity... . This print from the Phelps 
Stokes collection appears through the courtesy of the New 
York Public Library. ... The photograph above shows 
Buffalo today, a century later, one of the nation’s foremost 
ports. From Niagara Falls, only a few miles away, comes 
electric power for numerous manufactures, which include 
flour and grain products, iron and steel, rubber, linseed oil, 
and meat products... . Because Buffalo has retained its 
original city lines, the 1930 census count of 573,000 belies 
the fact that it 1s a market serving nearly 1,000,000 persons. 
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GALLOWAY 


AN APPRAISAL OF THE 
UNDISTRIBUTED PROFITS TAX 


WILLARD L. THORP and EDWIN B. GEORGE 


OBODY likes 
taxes. Taxation, 
like dentistry and spin- 
ach, falls in the list of 


The undistributed profits tax 1s a significant influ- 
ence in determining corporate policies and practices. 
From a Dun & BrapsTREET survey among 700 corpo- 
rations, there is reported here the early effects of the 


The Administration 
saw all these purposes 
furthered by the Undis- 
tributed Profits Tax. It 


necessary evils about 
which it is conventional 
to grumble. However, 
there are degrees of 


tax on dividend policies and other company oper- 

ations. This appraisal includes, too, a balanced im- 

partial study of the form of the tax and of the 
principles underlying it. 


was to provide revenue 
to replace invalidated 
processing taxes and fi- 
nance the soldiers’ 


grumbling, and the Un- 
distributed Profits Tax seems to have obtained a more 
than generous share. The expectation that there may 
be a general revision of the tax structure in the near 
future gives real point to a detailed examination. 
Our tax system has grown up bit by bit, into a most 
complicated structure, the additions being intended 
primarily to yield revenue, to achieve some principle 
of tax justice with respect to placing the burden fairly, 
to eliminate some alleged form of tax evasion or avoid- 
ance, or to exercise some indirect control over business 
and individual development or behavior. Sometimes, 
it has even been alleged that political motives may 
have played a part. 


bonus. It was to equal- 
ize tax burdens on corporations and other types of busi- 
ness enterprise. It was to reach that part of income of 
wealthy stockholders which escaped immediate high 
surtaxes by remaining in the corporation. It would re- 
duce the swings of business from prosperity to depres- 
sion and lessen the control of investment funds by cor- 
porate management. And it would hit at the large 
income-receivers. 

This evaluation of the Tax has not had general ac- 
ceptance. The critics fall into four groups: First are 
those who would criticize any tax, because they resent 
bitterly the present high level of Government expen- 
ditures. Second are those who see the Undistributed 





Profits Tax as further extending and exaggerating cer- 
tain distasteful principles already in the tax structure. 
Third are those who object specifically to the new prin- 
ciples involved in the Undistributed Profits Tax. 
Fourth are those who are inclined to be sympathetic to 
the idea, but find serious flaws in this particular vehicle. 


The Undistributed Profits Tax cannot be discussed 
without covering large blocks of territory. Perhaps 
most essential in one’s travels is the constant aware- 
ness that this Tax is but a small segment in the national 
tax structure. It cannot be dissociated from the other 
taxes among which it is placed. There is license to be 
at least politely inattentive to a few outbursts against 
the new Tax which disclose no acquaintance with its 
heredity or environment. One needs to keep in mind 
the*characteristics of the individual income tax, the 
corporation normal tax, the excess profits and capital 
stock taxes, tax-exempt income, and at least half a 
dozen other sections of the composite Revenue Law. 


An active conflict exists between the pure principle 
of an undistributed profits tax and the actual Tax 
which has been enacted. The principle commands 
many supporters who oppose the immediate vehicle. 
As will be seen, the divergence is partly but not com- 
pletely one of Congressional choosing. Reasons for it 
are the Constitutional plus Court limitations on “in- 
come,” and the obscuring and irritating interference of 
other tax provisions. Among the latter are the restric- 
tions on capital losses and the carry-over of losses; the 
triple taxation of earnings when earned, when retained, 
and when received as dividends; and the distorting 


spread between corporation and individual tax sched- 
ules. It is impossible to segregate resentment against 
the new features of the Tax from that which arises 
from these inherited tax principles. 


The Undistributed Profits Tax was originally de- 
signed by its architects in the light of modifications to 
be made elsewhere in the system, and failure to com- 
plete the plan in turn interfered seriously with the full, 
free development of the creators’ concept. Neverthe- 
less, its sponsors insist that many of the objections are 
merely re-statements of criticisms which should be 
directed at the entire tax structure, while others are 
faults in the design of detail which can be corrected 
without seriously altering the foundation. The ex- 
treme critics see it as the last absurd addition to a crazy 
structure with no modern conveniences. The law is 
actually a grating compromise which pleases neither 
believers nor disbelievers in the basic idea in whose 
name it was passed. 


As might be expected, the Tax presents a whole series 
of problems, most of which are discussed all too briefly 
in the following pages. It is a new and untried tax, 
so that the guide of experience is lacking. In the last 
analysis, judgment must rest upon tallying the pluses 
and minuses and deciding wherein the public interest 
really lies. Even if minus, the problem is not surely 
solved, for many of the objections can be met by 
amendment without destroying the principle of the 
Tax. And since revenue is one of the major considera- 
tions, alternatives must be suggested by those who can- 
not accept present methods or even the principle. 
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I. HISTORY AND NATURE 


HOCKING as it obviously proved 

to many business men and even 
some of the experts, the Undistributed 
Profits Tax is not a completely new 
rabbit which can be credited entirely 
to the Administration’s hat. The same 
tax idea found its first official expres- 
sion in our national tax system during 
the Civil War. The Revenue Laws of 
1913, 1916, and 1918 moved a short dis- 
tance in the same direction by impos- 
ing a tax on corporation profits, when 
withheld in excess of actual business 
needs. The War Revenue Act of 1917 
imposed a Io per cent tax on corporate 
profits remaining undistributed for six 
months after the close of the taxable 
year, although it did not apply to such 
funds when invested in United States 
obligations or employed in the busi- 
ness. The high individual surtaxes of 
1918 led to an attack on corporations 
which “permitted an unreasonable ac- 
cumulation of profits.” The early 
taxes were on the stockholders, but in 
1921 the tax was shifted basically to the 
affected corporations where it still rests. 
Since the War, leading Government 
officials, such as Secretary of the Trea- 
sury Houston in 1920; members of 
Congress, notably the Senate which 
actually passed such a bill in 1924; and 
leading experts in the field of taxation, 
such as Professors T. S. Adams and 
Fred R. Fairchild, both of Yale Uni- 
versity, have kept the matter alive. 
In 1927, the National Tax Association 
recommended along the same general 
line. The amount of interest has usual- 
ly reflected closely some condition in 
the contemporary tax structure for 
which a better adjustment was sought. 





For example, whenever individual sur- 
taxes went to very high levels, the re- 
sulting threats of avoidance through 
corporate accumulation turned the 
thoughts of legislators and economists 
to the need to reach retained profits. 
Furthermore, advancing individual 
rates accentuated the problem of un- 
equal treatment of partnerships and 
proprietorships when compared with 
corporations. 

Despite this assuring background, it 
must be admitted that the Adminis- 
tration and Congress have made this 
history look very thin in comparison 
with the vigor and fullness with which 
the elementary idea has now been em- 
ployed. Many of its earlier advocates 
undoubtedly would strongly oppose 
the tax in its present form, while re- 
taining full regard for its principle. 

After the 1936-1937 Budget had been 
submitted, the fiscal problem was un- 
expectedly complicated by the decision 
of the Supreme Court invalidating the 
processing taxes and by the passage of 
the veterans’ bonus. This emergency 
coincided with ripening economic 
philosophy and the Undistributed 
Profits Tax of 1936 was born. As is 
well known, the President proposed to 
abandon the established Corporate In- 
come Tax, Excess Profits Tax, and the 
Capital Stock Tax, supplanting them 
with the Undistributed Profits Tax. 
In concept, this would have discarded 
the practice of taxing business enter- 
prises as such, and placed tax emphasis 
on individual income when earnings 
were distributed, and on retained earn- 
ings otherwise. The two complemen- 
tary taxes were to be so related as to 


yield the same amount of revenue, 
whether or not earnings of an enter- 
prise were distributed. 

Business opposition was prompt and 
vigorous, and the Bill was pulled and 
hauled about rather violently between 
the House and the Senate. Relief for 
various types of corporations appeared 
in a series of amendments and as regu- 
larly disappeared. The Senate Finance 
Committee was disturbed by the fear 
that the burden might fall unduly on 
certain types of corporations. It was 
apprehensive from a revenue stand- 
point over the substitution of a new 
and untried tax system for an estab- 
lished one; it felt that the Treasury 
had been fairly successful in curbing 
avoidance of surtaxes and that abuses 
could be met by even more vigorous 
administration. In the end, the Cor- 
poration Income Tax, the Capital 
Stock Tax, and the Excess Profits Tax 
were all retained, and the principle of 
graduation introduced to the Corpo- 
ration Normal Tax by the Revenue 
Act of 1935 was stretched downward 
to provide a lower starting point of 8 
per cent for those earning relatively 
small profits, although the top flight 
remained unchanged at 15 per cent. 


Details of the Tax 


The new Undistributed Profits Tax 
and all the related regulations make a 
long and involved document. It applies 
to domestic corporations other than 
banks, insurance companies, and con- 
cerns in bankruptcy or receivership. 
It taxes that part of adjusted net income 
which is not distributed, as follows: 


First 10 per cent... 7 per cent 
Next 10 per cent...12 per cent 
Next 20 per cent...17 per cent 
Next 20 per cent...22 per cent 


Last 40 per cent...27 per cent 


The maximum rate if all earnings 
are retained would cumulate to an 
average of 20.5 per cent. A specific 
credit is given to corporations with in- 
comes under $50,000, which has the 
effect of subjecting the first $5,000 of 











retained income to the minimum rate 
of 7 per cent, regardless of what per- 
centage of the total retained income 
this sum represents. Distribution may 
be made in cash or any other form 
which is taxable as income to stock- 
holders, but must actually be made in 
the taxable year to obtain a credit for 
that year. Such distribution must be 


Il. 


ROPONENTS of the Tax recog- 
nized that spot cash is much more 
vital to some types of organizations 
than others, and have made much of 
the escapes from cash dividends pro- 
vided in the Act itself, such as taxable 
stock dividends, obligations, rights, etc. 
Their arguments assume the practica- 
bility of these escapes. Business men 
and many tax experts deny it. The 
ultimate disbelief in their usefulness 
rests on the grounds that (1) small and 
middle-sized corporations are not in a 
position to use them because of tech- 
nical obstacles, (2) there is always the 
possibility of their being disallowed or 
discounted in value by the Treasury, 
and (3) capital structures would suffer 
eventual distortion, even should origi- 
nal difficulties of issuance be success- 
fully overcome. 

Many individuals emphasize this 
issue to the extent that their basic judg- 
ment of the Tax turns on whether or 
not the alternatives will prove effective 
as escapes from some of the harsher 
phases of the Tax’s operation. The 
question as to whether ordinary busi- 
nesses really can make use of such 
devices therefore becomes important. 

The earnest desire of Congress and 


pro rata, equal in amount and with no 
preference among shares of the same 
class. Special provision is made where 
dividend payments are restricted by 
written contracts entered into before 
May 1, 1936. Dividends paid in excess 
of adjusted net income may be credited 
against undistributed net income of 
the two following years. 


ALTERNATIVES TO CASH DIVIDENDS 


the Treasury to facilitate the securing 
of dividends-paid credits through non- 
cash distributions ran directly into con- 
stitutional limitations as interpreted by 
the courts from time to time. Until 
1920, stock dividends were regarded as 
taxable income. In Eisner vs. Macom- 
ber (1920), however, the Supreme 
Court ruled otherwise. But in 1936 
the Court recognized a distinction 
(Koshland vs. Helvering) that “where 
a stock dividend gives the stockholder 
an interest different from that which 
his former stockholding represented, 
he receives income.” ‘This variable 
iends itself immediately to new and 
interesting combinations of which the 
current Act has availed itself. 

As one trafic rule on the new by- 
pass, the Board of Tax Appeals has 
held (August Horrmann vs. Commis- 
sioner) that when a corporation has 
only common stock outstanding, and 
authorizes the issuance of new pre- 
ferred stock as a dividend on the com- 
mon, it is not taxable to the recipients, 
on the reasoning that the relative in- 
terests of the common stockholders 
were not changed. Another rule laid 
down by the Supreme Court (Miles vs. 
Safe Deposit and Trust Co.) is that a 


right to subscribe for new stock is com- 
parable to a stock dividend. Under 
Treasury regulations and as _ specifi- 
cally afirmed in the 1936 Revenue Act, 
stockholders’ options to take dividends 
in stock or cash will presumably pass 
muster because their exercise would 
modify the relative interests of stock- 
holders in the business, even though 
the stock disbursement by itself would 
not be taxable. 

A serious reason for lack of faith in 
some of these escapes is the conviction 
that after elaborate steps are taken to 
utilize them, particular types of dis- 
tribution might be found non-taxable 
anyway. The issue seen by critics is 
not one of permitting a prisoner to 
escape so that he can be shot more con- 
veniently. There is no real charge of 
bad faith, but simply a depressed feel- 
ing that this would be the final out- 
come regardless of good intentions all 
around, Nor is the issue only the direct 
one between corporations and their 
Government. Stockholders themselves 
may challenge in the courts the tax- 
ability of new forms of disbursements, 
and thus defeat the purposes of their 
cwn managements which the Govern- 
ment would have been willing to see 
them accomplish. 


Stock Dividends 

The new principles are not clear in 
their application in every case, but the 
various types of stock dividend for 
which credit may or may not be 
claimed are as follows, according to 
present general belief: 

Non-Taxasce (No CREDIT) 

1. Common stock on common stock. 

2. Preferred stock on common stock, where 
common was the only stock previously out- 
standing. 

3. Preferred stock on common stock, or vice 
versa, where both classes were held proportion- 
ately by the same stockholders. 

TAXABLE (CREDIT) 

(In the first four cases, only when both classes 
are outstanding, and not identically held.) 

1. Common on preferred. 

Preferred on common. 

Preferred on preferred. 

Voting common on non-voting common. 
Option of cash or stock. 

Rights. 


























Opinion has been rather vociferous 
and general that these theoretical es- 
capes are not practically available, par- 
ticularly to small corporations. The 
following difficulties are among those 
cited: 

1. The right kind of stock will fre- 
quently not be available; new issues 
are awkward and costly, and may have 
to be registered under blue-sky laws 
and the Securities Exchange Act; 
there may need to be charter amend- 
ments, stockholders’ meetings. The 
books will be full of fractional shares. 
Small corporations are not familiar 
with all these technicalities, and the 
real vexation and worry to them seem 
even more discouraging than the con- 
siderable work involved. 

2. Issuance of preferred on common 
will usually require the consent of the 
holders of outstanding preferred; ob- 
jectors may go so far as to harass the 
directors with stockholders’ suits to 
prevent the dilution of their interests. 

3. Where preferred stock calls for a 
cash dividend, the distribution of com- 
mon stock to preferred stockholders 
would require their assent. This situ- 
ation is aggravated when the preferred 
stock is cumulative and dividends are 
in arrears. 

4. Relatively few corporations have 
stock listed on recognized exchanges, 
where quotations define the market 
value which the law requires. Over- 
the-counter dealings will supplement 
this list but not to an important extent. 

5. Stockholders will frequently have 
to sell their stock dividends to pay their 
income tax. Where no ready market 
exists, as will usually be the case, there 
may be loss to them and to the prestige 

a of the corporation from such forced 

' unloading. 

6. The continuous issue of preferred 
stock would result in unbalanced cap- 
ital structures, with common stock be- 
coming increasingly speculative. If the 
preferred were non-voting, it would 
enhance the possibility of corporate 
control without corresponding invest- 
ment on the part of the common stock- 
holders. 


i 
q 








7. Options—One legal doubt ex- 
pressed with respect to the use of 
options of cash or stock to obtain a 
dividends credit, has been that if all 
stockholders elected to take stock, the 
courts might hold the dividend to be 
not taxable. If a substantial number 
of stockholders took cash, the effective- 
ness of the method would be reduced 
but the interests of all might be suf- 
ficiently changed to meet the law’s test, 
although a case is now in the courts 
involving the possibility that aa op- 
tional dividend might be held non- 
taxable to those stockholders who 
choose stock. 

8. Richts—When a right to sub- 
scribe to stock is issued below the 
stock’s market value, the stockholder 


is receiving a dividend. As previously 
remarked, a Supreme Court decision 
has established that a right to subscribe 
for new stock is comparable to a stock 
dividend. It is sometimes held to fol- 
low that rights to subscribe to stock 
will not be taxable unless the stock it- 
self would be taxable if issued as a 
dividend. 

Whatever the technical eligibility of 
rights as an alternative to the payment 
of cash dividends, opinion as expressed 
to date runs heavily against their prac- 
ticability. Usually, the purpose of 
avoiding the surtax is quite secondary 
to the purpose of raising new capital. 
The device must therefore pass all the 
middling to rigorous tests of the capital 
market, rather than be merely an ad- 


PERTINENT FACTS ABOUT THE SURVEY 


Tue SuRVEY presented as part of this 
report was conducted by the Research & 
Statistical Division of DuN & BRADSTREET, 
Inc. Questionnaires were sent to about 
6,000 corporations selected at random 
from the “Analytical” section of the Dun 
& BRaADsTREET credit files, consisting chief- 
ly of domestic companies with combined 
capital-and-surplus of $20,000 or over, 
engaged in activities requiring the use of 
mercantile credit. This includes manu- 
facturers, wholesalers, retailers, agents, ex- 
porters, etc., but excludes banks and other 
financial institutions, railroads, and public 
utilities. 

As to geographical distribution, the 
sample is heavily weighted with concerns 
in the East and particularly in New York 
City. Mailing started early in May. To 
supplement this group, another 
questionnaires were sent out by several 
large accounting firms to some of their 
own clients (see acknowledgment on page 
3), principally to corporations in the 
lower-size brackets. 

Co-operation in submitting returns was 
excellent. After careful review and elimi- 
nation of cases where returns were blank 
or self-contradictory, there remained 727 
usable replies. Both for size and industry, 
the sample appears to provide a wide 
coverage. Some replied to only part of 
the inquiry, and were included in the 
pertinent tabulations. 

It will be noted that several of the tables 
present data according to the size of the 
answering corporations. Combined capi- 
tal-and-surplus was used as the measure 
of size and the brackets were as follows: 
Small: below $200,000; Medium: $200,- 
$1,000,000; and Large: above 


1,50¢ 


000 to 
$1,000,000. 

Where industry breakdowns are pre- 
sented, the classification is as follows: 


Food Food and food prod- 
ucts 


Textiles and Textiles, leather and 


Leather leather products, 
shoes, furs 

Wood, Stone, etc. Wood and forest 
products, stone, clay, 
glass 


Iron and steel and 
their products (not 
including machin- 
ery) 

Paper and allied prod- 
ucts, printing and 


Iron and Steel 


Paper and 
Printing 


publishing 
Chemicals and Chemicals, drugs, and 
Drugs paints 


Machinery and elec- 
trical and transpor- 
tation equipment 
Other Industrial All other industrial 
corporations not in 
the above seven 
groups, including 
specifically rubber 
and rubber products, 
petroleum and coal 
and their products, 
and non-ferrous 
metals and their 
products 
Commercial and = Alls non-industrial 
Professional corporations, such as 
theaters, laundries, 
garages, etc. 


Machinery and 
Equipment 


It should be borne in mind that the 
term “earnings,” as used throughout this 
study and particularly in connection with 
the tables refers to “book profits,” and not 
to taxable income or “adjusted net in- 
come” as reported to the Bureau of Inter- 
nal Revenue. 































































The most com- 
mon objection is that rights are prac- 
ticable only for established corpora- 
tions with good dividend records, 
song financial condition, and stock- 


ministrative choice. 


holders with money to invest, or a mar- 
ket in which to sell. 

In an unknown but evidently large 
number of cases, approval of the Secu- 
rities and Exchange Commission for 
the issue of new stock would have to be 
secured, and other expenses incurred 
as previously mentioned. For the great 
mass of smaller corporations there are 
both the puzzles of finding buyers for 
those wishing to sell their rights and of 
determining the “fair market values” 
which the dividends-paid credits may 
not exceed. If the corporation claims 
a value for its rights, as for its stock, 
which the Treasury does not accept, it 
may at a date when the damage cannot 
be repaired find itself charged with an 
unexpected penalty tax. 

9. Distrisutions 1n Kinp—These 
may presumably be in marketable 
securities held as investments, in the 
stock of subsidiaries, or in property. 
When such distributions are made, it 
is necessary to determine fair market 
value, as the dividends-paid credit is 
allowed only for this value or the ad- 
justed basis of the property involved, 
whichever is lower. In the cases of un- 
listed securities and of property, this 
can always offer difficulties. 

Congress definitely implied in the 
Revenue Act that Treasury stock (its 
own stock held by the corporation as 
an investment) was to be regarded as 
distribution in kind and therefore a 
taxable dividend. However, Congress 
cannot override the Constitution, and 
in some forms, such a definition may 
run counter to existing court views. A 
number of warnings have been issued 
on this point. 


Obligations 


Corporations are frequently urged to 
conserve their cash by distributing 
earnings in the form of obligations, 
such as short term notes, long term 
bonds, interest and non-interest bear- 
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ing scrip, debentures, income bonds, 
etc. This is an unusual practice which 
the new tax may stimulate. Cash is 
saved for whatever more urgent needs 
the corporation feels pressing upon it. 

Objections are both technical and 
material. The usual lament is raised 
over the spectre of relentlessly pyramid- 
ing debts under which to the original 
common stock would be left the crusts 
and crumbs of future earnings. The 
credit standing of the corporation 
would be impaired, and during periods 
of depression the demand of the fixed 
obligations upon earnings might be 
unbearable. The common stock would 
of course become more speculative as 
its claim on earnings became progres- 
sively remote. And finally, unless there 
is some prospect of continuous refund- 
ing or rescission of the law, the com- 
pany’s problem is merely postponed. 
Whenever earnings are used to repay 
the debt, the tax will come into play. 

Little mention is made of scrip by 
most commentators although when it 
takes the form of a promissory note, 
what little there is, is dubious or hostile. 
Its market value would be in most 
cases highly uncertain and in any 
event, it could be employed success- 
fully only by the strongest corporations. 
The warning is also sounded that ob- 
ligations will be considered a divi- 
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dends-paid credit only to the extent of 
the lower of their face or fair market 
value, so that if the concern’s financial 
position is not such as to command a 
ready market, an issue of $500,000 face 
value of debentures might be accorded 
a dividends-paid credit of not more 
than $200,000 or $300,000. 

This valuation may be established 
years later by the Commissioner of In- 
ternal Revenue, and a dangerously 
belated undistributed profits penalty 
acquired instead of the relief for which 
this unbusinesslike price had been paid. 
The fact that a further credit would be 
allowed upon ultimate redemption of 
these obligations at a higher figure 
merely promotes the venture from an 
immediate extravagance into an un- 
wise business speculation. There is in 
that cold privilege none of the comforts 
of an ultimate safeguard. 

Despite this imposing list of dis- 
couraging comments to which they 
would concede some force, most spon- 
sors of the Tax would deny them the 
finality which in the minds of those of- 
fering them appears to close the whole 
case. They would probably admit that 
several hundred thousand American 
corporations could not be expected to 
be planning on January 1, 1936, drastic 
new and circuitous ways of distribut- 
ing earnings that were unknown to 
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The survey shows that in 1937 a larger proportion of all concerns expect to pay dividends 
in other forms in cash, than did in 1936. A greater proportion of the large companies 
pay dividends in cash, than do those in the other two groups. 


most of them on December 31, 1935. 
Their particular objection would be to 
the superlative degree of difficulty and 
uncertainty attached by critics to every 
suggested device. The alleged embar- 
rassment and panic seizing small cor- 
porations which may find it necessary 
to register with the Securities and Ex- 
change Commission, is one example; 
the picture of a little nest of common 
stock being crushed under an ava- 
lanche of preferred stock and bonds is 
another. 

The exactions of the 1933 and 1934 
Securities Act are not such as to put 
a grave burden on every corporation 
wishing to issue taxable stock divi- 
dends. Stock dividends (other than 
split-ups) need not be registered under 
the 1933 Truth in Securities Act 
whether listed or unlisted, although 
they must be registered under the 1934 
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Securities Exchange Acct if they are to 
be traded in on a national securities 
exchange registered under the Act. 
Both listed and unlisted public stock 
cfferings in aggregate amounts exceed- 
ing $30,000 are subject to some of the 
provisions of the 1933 Act, and in 
amounts exceeding $100,000 to full and 
detailed disclosure. They are subject 
to the continuous supervision of the 
1934 Act only if listed. In the great 
majority of cases the anguish to be en- 
dured in taking the necessary legal 
steps is apt to fall short of the forecasts. 

Nor are the friends of these tactics 
very much impressed with the pic- 
tured Frankenstein of top-heavy pre- 
ferred stocks and interest-bearing obli- 
gations. For most corporations, an 
unlikely number of years would have 
to elapse before the new overhead 
could be really serious. It is true that 
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to make a preferred stock dividend on 
common stock taxable, some preferred 
stock would already have to be in ex- 
istence, so that the build-up would not 
be starting from scratch, but the num- 
ber of cases in which limits would soon 
be reached are few. Curiously enough, 
this sort of comfort is sometimes 
shared by business men who make 
their present plans in expectation of 
the early repeal or modification of the 
Tax. Furthermore, when the dividend 
is declared to the common stockholder, 
the apparent weakening of his common 
holdings is offset by the strengthening 
of his preferred holdings. 

Most of the law’s sponsors would 
probably admit that there is some 
danger of dividends in stock or obliga- 
tions being eventually found non- 
taxable or lacking in the values as- 
signed them by issuing corporations, 
but they would hardly feel that this 
could occur on a scale commensurate 
with the anxiety of the prophets. They 
might point to the fact that current 
financial reports make frequent refer- 
ence to the issuance of both rights and 
preferred stock as a means of disburs- 
ing earnings under the new Act. 


The Survey Results 


The Dun & Brapstreet Survey gives 
the actual record for 479 corporations 
making dividend payments in 1936 and 
the expected behavior for 414 in 1937. 
The totals may unduly weight larger 
companies, but the breakdown by size 
makes it possible to correct for that. 
It must be remembered that even had 
there been no tax these special dividend 
forms would undoubtedly have been 
used in some of these cases. Further- 
more, some of them may prove eventu- 
ally to be non-taxable, or not be al- 
lowed full face value as dividends-paid 
credits. (See Table 1, opposite page.) 

The total picture is that in 1936 86 
per cent paid cash dividends only, an 
additional 9 per cent combined cash 
with some other form, and 5 per cent 
used non-cash forms exclusively. Non- 
cash distributions were more frequent 
among the smaller corporations. 
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Stock dividends and obligations were 
equally frequent among the non-cash 
dividends. Incidentally, the tendency 
for the small corporations to use some 
single form of distribution is much 
greater than for large corporations, 
where non-cash dividends almost al- 
ways occurred in combination with 
cash dividends. 

The tabulation for 1937 
what is in the minds of business men 
as they plan for the current year. The 
largest companies evidently expect to 


indicates 


concentrate on cash even more than in 
1936, but the medium-sized and especi- 
ally the small are turning decidedly 
towards forms of distribution other 
than cash. The increased use of the 
cption and of the stock dividend are 
particularly notable. 

It should be remarked that in half a 
dozen instances in the sample, cash 
dividends were reported to have been 
paid with informal understanding that 
they be re-invested in the company by 
the recipients in return for stock or 
notes. In one instance, this cash was to 
be used to purchase stocks of subsidi- 
aries held by the parent company. In 
another instance, a trusteeship was in- 
voked to assure the re-investment. Of 
course, this method of round-robin 
avoidance can usually be employed 
only in cases of closely held companies. 

This record clearly demonstrates that 
the alternatives to cash dividends are 
somewhat and increasingly in use. 
Business policy may still be overly in- 
fiuenced by inertia, or by unfamiliarity 
with the recommended devices. Per- 
haps another year or two will take care 
of all that, and corporate directors will 
choose between cash or stock or notes 
with the nonchalance which the law 
seems to expect. The long range 
answer as to the significance of these 
alternatives, while speculative, proba- 
bly lies between the extremes described 
by those who battle over the problem. 
Much will depend on administrative 
and judicial severity in allowing or 
refusing dividends -paid credits for 
specific offerings. Business is once 
again facing the wearisome ordeal of 
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guessing at the legality of particular 
actions until the courts offer their final 


opinion. 


Distributions in Liquidation 


The Undistributed Profits Tax sup- 
plements a number of other tax provi- 
sions designed to encourage the sim- 
plification of capital structures and 
corporate interlocking. Different pas- 
sages in the Revenue Act touching the 
liquidation of subsidiaries, however, 
have given rise to a conflict over the 
applicability of the Undistributed 
Profits Tax which seems likely to be 
carried to the courts. It is clearly 
enough stated that such part of a dis- 
tribution in liquidation as is charge- 
able to earnings or profits accumulated 
after February 28, 1913, will be treated 
as a taxable dividend paid. It is else- 
where provided, however, that under 
certain conditions a subsidiary may be 
liquidated without recognition of gain 
or loss to the parent, in which case the 


dividend will not be taxable to the 
stockholder (the parent company). It 
will be recalled that no dividends-paid 
credit is allowable unless the distribu- 
tion is taxable. 

In the face of these conflicting posi- 
tions that liquidation does and does 
not provide dividends-paid credit, the 
Commissioner has resolved the issue in 
his favor by denying any such credit 
against net income of the current year 
if the distribution happens to be part 
of a tax-free liquidation. It is urged 
by some tax counsel that in such cases 
dividends be declared prior to liquida- 
tion, even though the parent company 
must thereupon pay the normal corpo- 
ration tax on 15 per cent of their 
amount. This is still a matter of 
opinion, however, as other advisers are 
opposing this course on the ground 
that the dividend preceding the liqui- 
dation might be held to be a part of the 
liquidation and therefore not to give 
rise to a dividends-paid credit. 
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HERE are other ways in which 
corporations can either keep the 
tax down or avoid excessive drains on 
their cash. Outstanding among these 
are the financing of cash dividends 
through bank loans or security flota- 
tion, and the curtailment of profit 
through deliberately increased expen- 
ditures charged to operating expenses. 
The first of these has seldom been 
considered sound business practice, but 
under the circumstances created by the 
new Tax it may be advantageous as a 


temporary measure. This is no new 
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NEW MONEY AND SPENDING 


problem. Loans that are effective in 
decreasing expenses, whether for tak- 
ing a cash discount or avoiding a tax 
penalty, may be wise policy provided 
there is reasonable assurance that they 
can be speedily liquidated and further- 
more that they will not depreciate the 
credit standing of the enterprise. The 
danger lies in the possibility that such 
loans may be regarded as having some 
special propriety and will not be sub- 
jected to the usual criteria relating to 
bank borrowing, leading to possible 
over-extension of debt. 
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A variation under this head is the 
sale of stock or notes in order to 
obtain cash to pay dividends. Of 
: course, the sophisticated corporation 
can describe its new issue as for almost 
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TISING 


With increased expenses and diminished profits, the amount subject to income taxes or 

to the undistributed profits levy ts of course reduced. Measures of the number of con- 

cerns which attribute their increased expenses under the several headings to the Undts- 

tributed Profits Tax appear in the chart above. It is worthy of note that after increased 

amounts of compensation to officers and employees the next two most important items 

are advertising and maintenance. The three vertical bars indicate the respective expe- 
riences of small, medium-sized, and large concerns. 




















any purpose, thus releasing funds for 
dividends which were previously occu- : . . 
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TaBLeE 3. INcREASED ExpENsEsS ATTRIBUTED 


All Industries 


Number of Concerns 


Not Reporting Increases * 


Reporting Increases * 


SpeciFic Expense ITEMs: 
Bonus to Officers 
Salaries 
Bonus to Employees 
Wages : 
Advertising 
Maintenance 
Obsolescence 
Research 
Other 


* There were 10 concerns which for 1937 reported 
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Tax. It wasa familiar spectacle during 
the prevalence of war profit and heavy 
excess profits taxes. The dat presented 
in Table 2 are what business men re- 
plied when asked to report “only those 
policies . . . which presumably would 
not otherwise have been adopted.” 

Business policy is always the product 
of many factors, and there is no cer- 
tainty as to what would have happened 
without the Tax. For 1936, 49 per cent 
of the 618 reporting corporations claim 
to have increased expenses in some 
manner in order to lighten the burden 
of the Undistributed Profits Tax. Such 
steps seem to have been taken inversely 
to size, the respective ratios for small, 
medium, and large being 55, 52, and 
41 per cent. 

The most noteworthy feature is that 
all three groups give appreciable credit 
to the Undistributed Profits Tax for 
the increase in salaries, wages, and 
bonuses so widely publicized during 
the past year. This is most true of 
medium - sized companies and least 
true of the large, where bonuses oc- 
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curred much less often. Advertising 
came next in popularity, appearing in 
13 per cent of the cases, being decidedly 
higher for small enterprises. The ex- 
penditure of increased sums for main- 
tenance was next in order of preference, 
while research and experiment came 
near the bottom. 

For 1937, the percentage of the 708 
corporations reporting some increased 
expenditures changed little, but there 
was a decided tendency to check a 
larger number of the suggested items. 
Nearly every item therefore showed an 
increased use. Employee bonuses de- 
clined slightly, but salaries, wages, ad- 
vertising, and research all had marked 
increases. The large enterprises showed 
even less concern than in 1936 about 
such devices, but the small ones have 
evidently seized upon them quite gen- 
erally. Salary increases were particu- 
larly prevalent among small concerns. 
In both years, the “other” group was 
made up largely of pension and em- 
ployee insurance plans. 

An examination of the same returns 
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by industries (Table 3) revealed a re- 
markable consistency in the preference 
for higher wages, salaries, and bonuses 
over higher taxes, although a distinct 
peak in this regard was reached by the 
paper, printing, and publishing group 
followed by iron and steel. There were 
wide variations in advertising, the pro- 
portion of those choosing this form of 
increased expense ranging from 26 per 
cent to 8 per cent in 1936. The lowest 
figure for any group for 1937 for adver- 
tising was 16 per cent. 

It is recognized of course that there 
may be a touch of rationalizing in some 
of the reports on higher wages. It is 
certain that wages would have risen in 
any event, and it would not be easy for 
executives to credit exactly the right 
amount of influence to all of the factors 
in the situation including the new tax. 

Rationalizing, however, could run in 
both directions. Some executives, out 
of pride over the consideration shown 
to employees, might instinctively em- 
phasize wage increases. Others might 
hesitate to give such credit to a disliked 
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measure. Some additional credence 
might be given the general Survey im- 
plications by the fact that salary in- 
creases were acknowledged in the same 
degree as wage increases. And year- 
end bonuses offer a clearer case of tax 
influence. One sure case is the com- 
pany reporting increased expense for 
tax advice. 

According to a great many technical 
advices, salary increases to owners have 





to be watched lest the Treasury mark 
them down as unreasonable. In that 
event they would be held to be taxable 
to the recipients without any corre- 
sponding escape from the corporation 
normal tax or under some circum- 
stances any credit for the Undistributed 
Profits Tax. Various other increases, 
if extraordinary, might have to be justi- 
fied as more than mere tax avoidance. 

It is interesting to note that certain 


IV. THE TAX YEAR 


HERE are differences in the emo- 

tional timbre of various objections 
to the Tax. Among those crowding the 
indignation wave-length are the law’s 
stipulation that only those dividends 
received by stockholders within the 
taxable year may be allowed as a 
dividends-paid credit, and its failure 
to permit such a credit for later divi- 
dend disbursements corresponding to 
subsequent upward adjustments of net 
income by the Treasury or even by the 
courts. 

The first requirement means that 
dividends must be declared and dis- 
tributed while the year’s earnings are 
still unknown. The main defense of 
this timing is that it speeds up the re- 
ceipts of the Treasury by assuring divi- 


dend inclusion in the individual in- 
come tax return for the year, but it is 
not necessary to emphasize the reasons 
for business dismay. The difficulties 
in the way of closing books and deter- 
mining dividend policy before the 
year’s experience has even been com- 
pleted, have been so thoroughly ex- 
posed that they require no analysis 
here. 

The second complaint arises because 
final determination of adjusted net in- 
come has been and will continue to be 
the subject of endless disputes between 
taxpayers and the Government. These 
troubles have always been present, but 
with the older sections of the tax sys- 
tem the issue involved merely how 
much tax to pay. But the new Tax 


V. REVENUE ASPECTS 


S PONSORS of the Tax claimed that 
corporate retaining of earnings 
would reach as high as $4,500,000,000 
in 1936, thus avoiding personal income 
taxes which in their turn would have 
amounted to approximately $1,300,000,- 
ooo. The new Tax was designed 
directly or indirectly to increase Fed- 
eral revenue by $620,000,000 in its first 
full year of operation, although so far 
the return has fallen somewhat below 






what the estimators had expected. 

The new Tax will increase revenues 
it for no other reason than that it is a 
tax of considerable penetrating power 
super-imposed on those already in ef- 
fect. It is part of a fiscal cordon, hav- 
ing the Undistributed Profits Tax and 
the individual income tax, including 
the new normal tax on dividend in- 
come, as its major elements. Presum- 
ably the flow of dividends will be ac- 


[15 ] 


of these expenses, if successful, should 
result in increased income to the cor- 
poration in later years, and an increased 
tax problem in its future. Perhaps 
those who choose such methods are 
hoping for a tax revision in time to 
permit them to reap their reward. A 
different type of objective would be to 
make such expenditures in years of 
large earnings, reducing them in the 
leaner years. 


makes the ratio of dividends to net in- 
come the determinant of the tax rate 
itself. A subsequent upward adjust- 
ment in the net income figure may 
greatly add to the Tax without giving 
the corporation its usual choice as to 
whether or not to avoid it by dividend 
distribution. 

It has become standard practice for 
appraisals of the law to demand 
changes in these two particulars. Typi- 
cal recommendations would permit 
corporations to distribute at least a part 
of their adjusted net income within 60, 
go, or 120 days after the close of the 
fiscal year without loss of the dividends- 
paid credit. As to the second hazard, 
it is generally held that a distribution 
made within 60 or go days after Trea- 
sury revision of adjusted net income 
should be allowed as a dividends-paid 
credit for the year under review. 


celerated, thus increasing dividend 
income under the normal individual 
tax, increasing income subject to sur- 
taxes, and augmenting the population 
of the upper surtax brackets. And if 
that approach fails, it nevertheless 
emerges victorious, taking its toll from 
earnings remaining undistributed. Its 
inherent yielding power is enhanced 
by several independent features of the 
Revenue Act, principally the limitation 
on capital losses, the refusal to permit 
carry-over of losses, and the absence of 
any tax credit or rebate upon ultimate 
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TABLE 4. 1935 AND 1936 
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distributions of previously taxed earn- 
ings, all causes of bitter complaint. 

The survey gives considerable infor- 
mation on the character of dividend 
policies. Of course, it must be remem- 
bered that the Tax is only one factor, 
and that the trend also reflects improv- 
ing business conditions. Records of 
the per cent of earnings paid as divi- 
cends are often presented in terms of 
totals in which large enterprises domi- 
nate the record. Or they appear as 
averages, which are misleading be- 
cause so many cases fall at the extremes. 
In order to give a more accurate pic- 
ture, the concerns in the Dun & Brap- 
STREET Survey giving the necessary 
data, have been tabulated in two-way 
frequency tables. (See Tables 4, 5, 
and 6.) The discussion below disre- 
gards changes within the ro per cent 
brackets. 

Table 4 shows that 29 of the 310 paid 
out a smaller percentage of earnings 
in 1936 than 1935, 61 paid the same (14 
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were already at 100 per cent), and the 
remaining 220 reported an increase. A 
much larger sample stated what they 
believe they would have paid in 1936, 
had there been no Tax (Table 5). Of 
the 459, 160 or 35 per cent indicated 
that the Tax had exerted little or no 
influence, the largest group being the 
63 companies which made no distribu- 
But if their own testi- 
mony is at all accurate, the Tax did 
lead to a marked increase in dividends 
among the remaining 65 per cent. An- 
other sample (Table 6) pictures the 
1936 payment and the expected 1937 
distribution. Of the 326 cases, 222 or 
68 per cent indicated no appreciable 
change, 61 companies expect to increase 
their proportion of earnings distrib- 
uted, and 43 expect to decrease. While 
there is appreciable shifting about, the 
net result shows some net increase in 


tion anyway. 


proportion to earnings expected to be 
disbursed in 1937 compared with 1936. 
And it should be remembered that 1936 
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far exceeded 1935. Perhaps the pay- 
ment in January, 1936, of some divi- 
dends declared in the last quarter of 
1935 helped to swell the distribution 
ratios slightly for 1936, particularly 
where the last quarter payment of 1936 
was moved ahead to get the dividends- 
paid credit in that year. 

Certain special aspects of the Tax as 
a revenue producer deserve mention. 
It has been called unstable. This qual- 
ity it undoubtedly shares with the basic 
income taxes of which it is a projection. 
In the best years in the past, these taxes 
have supplied as much as two-thirds of 
the Federal revenue, and even for the 
recovery year just closed may have 
furnished two-fifths. The decrease in 
income taxes alone accounted for al- 
most the entire decline, 50 per cent, in 
Federal tax yields from 1930 to 1933. 
This exhibition of weakness must be 
charged partly to the then unrestricted . 
deduction of capital losses, although 
primarily to erratic occupancy of the 
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higher brackets and to the nature of 
income itself. With exclusive respect 
to the new levy, a widespread conten- 
tion is that “if you force out all the in- 
come in good times, you will have none 
to tax in bad.” 

Some tax analysts disregard this 
point remarking merely that stability 
of revenue is not so important as the 
restoration of order and fairness in the 
tax system itself. Their swift summary 
would probably be, “Tax according to 
sound principle; after that, when reve- 
nues are high reduce the Federal debt, 
and when they are low borrow against 
the restored national credit.” 

Final revenue consideration arises 
out of the conflicting claims (1) that 
this Tax borrows from the future, and 
(2) that on the contrary it merely pre- 
vents loss or escape of income into the 
future. The latter belief is one of the 
principal pillars of the new concept. 

Opponents insist that stockholders’ 
impounded earnings will eventually be 
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reflected either in increased corporate 
earnings, or else in capital gains real- 
ized upon sale of their stock and tax- 
able in that form. Through existing 
taxes enough of this revenue will be 
collected so that capturing the residue 
is not worth disturbing normal busi- 
ness policies of conservation, security, 
and growth. 

But defenders point to the possibility 
that offsetting losses may be incurred, 
the owner may die and so take his 
estate beyond reach of the income tax 
as at present applied, and in any event 
interest is lost to the Government. 
Furthermore, the mere power of tim- 
ing dividend disbursements can be 
used to defer them until a year when 
the stockholders’ total income is smaller 
and so subject to lower surtax rates. 
And, anyway, revenue collected on 
such part of corporation profits as re- 
mains undistributed is genuine addi- 
tional revenue, since no credit is al- 
lowed upon its eventual release. 
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INDIVIDUAL 
ABILITY TO PAY 


VI. 


ROBABLY the most powerful con- 
sideration upholding the new Tax, 
appearing in business, economic, and 
political circles alike, is the conviction 
that a blind spot exists in our present 
taxing system. The term used is 
“spot,” but its dimensions are wide and 
it is supposed to be rich in buried trea- 
sure. It is that annual mass of cor- 
porate profits which, instead of being 
distributed to stockholders, is withheld 
in corporation surpluses. Many ana- 
lysts, not excluding a goodly number of 
those who oppose the specific measure 
enacted, feel that tax-wise these profits 
have led an excessively and unfairly 
charmed life. 

How did this alleged immunity 
arise? Through the Court decisions 
cited in Chapter II? Yes, but proceed- 
ing from what legal particulars? The 
essence of the problem is the legal 
theory that the corporation and the 
stockholders are distinct legal entities. 
On this theory, the two could then be 
taxed as though they had no relation to 
each other, just as the merchant and his 
customer are taxed even though the 
income of one is derived from the 
income of the other. 

As matters now stand, the corpora- 
tion is treated partly as an entity and 
partly as an intermediary. It is an 
entity with respect to the normal cor- 
poration tax, the excess profits tax, the 
capital stock tax, and the Undistributed 
Profits Tax when it applies. It is an 
intermediary with respect to voluntary 
dividends and to those forced out by 






















































the new Undistributed Profits Tax, 
save for the important reservation that 
earnings resisting that force are taxed 
not only upon retention but also upon 
ultimate distribution. When income 
taxes were not so high and the dis- 
parity between them and corporation 
taxes was not so great, the clash in con- 
cepts was relatively unimportant. But 
as individual surtaxes soared to heights 
which corporation taxes obviously 
could not attain, income tended to stick 
where taxes were lowest, and the issue 
inevitably became acute. 

It must be remembered, however, 
that it is not the Administration’s fault 
that the corporation is now taxed so 
heavily as an entity. It sought to move 
at least superficially toward classifica- 
tion of the corporation as an inter- 
mediary by proposing to sweep away 
virtually all of the existing corporate 
taxes and replace them with the Un- 
distributed Profits Tax. It was merely 
because of Senatorial hesitation over 
the revenue-producing capacity of an 
untried tax, and its merit in a setting 
not built for it, that it was not done. 

Neither these original nor the com- 
promise proposals are to be identified 
with the pure idea of allowing the tax 
system to rest primarily on real per- 
sonal gains, since constitutional limita- 
tions appear to stand in the way of the 
direct approach. Other deviations from 
a bona-fide proposal to convert the cor- 
poration into a complete intermediary 
were the provision for double taxation 
on dividends and the substantial dis- 
regard of losses of various types (to be 
treated later). There, the need for 
revenue spoke rather than veneration 
of principle. 

There is indeed strong pressure in 
many quarters for a constitutional 
amendment which would permit the 
stockholders to be held personally ac- 
countable tax-wise for the earnings of 
their properties, whether or not dis- 
tributed. Such a solution would be 
expected likewise to liquidate the oddi- 
ties of double taxation, personal hold- 
ing companies, improper accumulation 
of surpluses, exemption of stock divi- 








dends. A simplified statement of the 
objective would be to have each stock- 
holder include in his return his propor- 
tionate share of the corporation’s in- 
come or loss for the taxable year just as 
the members of a firm include their 
proportionate shares of the partner- 
ship’s profit or loss in their individual 
returns. Aside from constitutional bar- 
riers, this would give rise to difhculties 
of its own, but they would probably be 
less eccentric than the present method 
of mixing tax principles. 

This is theory, but as such it com- 
mands far wider support than the law 
as written. The statement is frequently 
seen or heard that, as long as the real 
income of stockholders cannot be le- 
gally reached, some sort of compromise 
is essential and excusable. It is there- 
fore necessary to keep always in mind 
the distinction between objections to 
the Tax and objections to the principle 
of the Tax. 


Escaping Taxes 
Whatever the tenets of a good tax 


system, the Administration insisted on 
the point that, as matters stood, too 
much revenue was escaping every year 
for the good of either the Treasury 
or the taxpayers who paid their due. 
Appropriate evidence was brought for- 
ward that previous efforts to plug these 
loopholes had been unavailing. Special 
taxes on holding companies, corpora- 
tions formed for the purpose of tax 
avoidance, improper accumulations of 
surplus, excess profits, and even undis- 
tributed profits themselves had been 
imposed with wearisome variations and 
entirely inadequate results. 

A great deal of the foregoing reason- 
ing is over-emphasized by the im- 
proper assumption that retained earn- 
ings achieve a permanent escape from 
individual surtaxes. This, of course, is 
not true in any such absolute sense, to 
which fact the Treasury officials would 
readily agree. The issue, as thus nar- 
rowed, would lie in the degree of im- 
munity accomplished rather than in 
any assumption of complete success. 
The elements in this problem were dis- 
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cussed in the earlier section on revenue. 

This argument that the Government 
in the end recovers most of the revenue 
due it, irrespective of corporate policy, 
is merely defensive. Its sponsors usual- 
ly prefer to rest their case on the more 
aggressive ground that the principle of 
ability to pay is itself defeated by this 
hasty measure offered in its name. 
This argument is based upon the 
proposition that a tax on a corporation 
is, in the last analysis, a tax on the 
stockholders. And it falls with equal 
force on every share of stock, regardless 
of whether its owner is wealthy or poor. 

Corporate income taxes whether at 
flat or graduated rates cannot possibly 
conform to the principle of personal 
ability to pay. (The relative ability of 
corporations to pay is not at issue here.) 
For progressive tax rates to correct 
this inequality, it would have to be 
proved that wealthy stockholders own 
the large corporations and small stock- 
holders the small corporations. There 
is no reliable evidence of any such cor- 
relation. Although the assumption is 
accepted that the tendency would run 
that way, the uncompromising fact 
would remain that out of millions of 
stockholders the majority must be 
small. 

The point here involved, however, 
is that whenever a corporation elects 
the privilege accorded it by the Gov- 
ernment, at a price of conserving its 
resources, the tax inequity as between 
differently situated stockholders is not 
only perpetuated but is intensified with 
every step upward toward the maxi- 
mum 20), per cent penalty. One other 
inequity: if it is true, as claimed, that 
small corporations by necessity retain 
a greater share of earnings than do 
large, this discrepancy might be still 
further sharpened. (See section VII, 
“Small vs. Large.”) 

Friends of the Tax counter by admit- 
ting the personal inequity of corporate 
taxes, and by pointing to the fact that 
increased dividend distribution will 
bring more income within the area 
where ability to pay is recognized. And 
increased distribution will reduce an- 
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other type of inequity which existed, 
inasmuch as shareholders of corpora- 
tions making liberal distributions were 
exposed to individual income taxes, 
whereas those of corporations follow- 
ing niggardly policies were sheltered. 
The argument really turns on 
whether one is looking at the retained 
earnings or at the dividends. Assum- 
ing again that most of the corporate 
wealth is held by large stockholders, 
but that most of the stockholders are 
small, the Undistributed Profits Tax 
may lessen inequity to the extent that 
earnings are distributed and magnify 
it to the extent that they are retained. 
By way of a parting shot in this sec- 
tor, critical onlookers contend that if 
individual surtaxes had not been 
pushed up to the exorbitant prevailing 
levels in place of broadening the in- 
come tax base, there would be no seri- 
ous problem of avoidance and relative- 
ly little need for an Undistributed 
Profits Tax as such; that these sur- 
charges are defeating their own fiscal 


purposes. Considerable support for 


this view can be found among both 
business critics and tax specialists. On 
this point, politics as well as policy is 
inevitably involved. 

Under existing circumstances it is 
difficult in this country to effectuate 
the principle of direct personal taxa- 
tion according to ability to pay. The 
obstacles are political, constitutional, 
and administrative. Political because, 
aside from more fundamental con- 
siderations, there is great popular ap- 
peal in taxing the big corporations as 
entities; and because of the correspond- 
ing popularity of low normal and high 
surtaxes on individuals, with the result- 
ing sacrifice of logical relationship 
between corporate and _ individual 
schedules. Constitutional, because of 
the Court’s frown on taxation of un- 
realized profits, supplemented by nar- 
row definitions of taxable dividends. 
Administrative, because in its impera- 
tive need for revenue the Government 
has so far not been able to relinquish 
its present one-way policy on capital 


losses, carry-over of losses, or double 





SMALL 


VU. 


OES the Undistributed Profits 

Tax bear most heavily on small 
corporations? No, because normal cor- 
porate rates have been reduced some- 
what on profits of less than $40,000, and 
a specific credit is given, holding the 
effective rate to 7 per cent on the first 
$5,000 of undistributed profits. Yes, 
because small corporations must retain 
earnings for safety and growth, and 
would therefore have to bear a higher 
undistributed profits rate and to pay on 


VS. LARGE 


proportionately larger amounts, not- 
withstanding their lesser ability to pay. 

Answers such as these raise an issue 
of the first magnitude as to the needs 
and past policies of large and small 
companies, and whether or not the Tax 
will raise unequally the dilemma of 
breaking such policies or paying dis- 
proportionately heavy taxes. The an- 
swer will depend, in part at least, upon 
the answer to an issue previously 
treated, namely, can small corporations 
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taxation of dividends. And it should 
be added that an argument can be 
made for a moderate corporation tax 
as a method of control, or of dealing 
with excess profits, or as a possible 
charge for the privilege of incorpora- 
tion. 

Though hesitant to criticize any de- 
velopment which seems to be moving 
in the direction of their hopes, many 
true friends of the principle of the new 
Tax would be among the first to deny 
the possibility of finding equity 
through it as long as these weights 
have to be dragged. They would look 
upon it as a looting of the ideal for the 
sake of immediate fiscal advantage, 
rather than its true and beneficial 
development. 

However that may be, we have made 
an apparently new start toward the 
principle of personal taxation, warped 
as it is by external considerations. In 
doing it we are following venerable 
tradition, slapping patches on patches 
and rigging counter-weights to original 


errors. 


make practical use of the non-cash 
forms of dividend declaration which 
the law makes available to them? If 
so, the present debate loses much of its 
significance. If not, it adds new pun- 
gency to an old controversy over what 
kind of an economic and social struc- 
ture we wish to encourage. 

Since 1931, Treasury records have 
been so classified as to permit analysis 
by size of corporation. Studies by 
Professor W. L. Crum (for the years 
1931 to 1933) indicate most clearly that 
the proportion of earnings paid out as 
dividends increased with size, with a 
range in 1931 from 41 per cent for the 
smallest group to 95 per cent for the 
largest, for 1932 from 54 per cent to 98 
per cent, and for 1933 from 29 per cent 
to g1 per cent. These findings are sup- 
ported by a similar analysis by the 
Twentieth Century Fund. A study by 
Dr. Gardiner Means for the six years, 
1922-1927, indicated that the 108 largest 
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Taste 7. Divivenps as PercentTaGes OF EarniNcs, BY SIZE OF CONCERN, 1920-1928, 1936, AND 1937 
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non-financial corporations paid out 61.5 
per cent as against all non-financial 


corporations of 70.6 per cent. But the 
industrial distribution of his two 
groups is vastly different, and the 
manufacturing and public utility 
groups within the total, which include 
most of these large cases, are apprecia- 
bly below the general average. A cal- 
culation based on data compiled by 
Lawrence Sloan covering 135 of the 
largest industrial corporations, shows 
an average annual payment, 1922-1929, 
of 56.5 per cent. A study by Professor 
Paton of 699 so-called small and me- 
dium-sized corporations for the years, 
1927-1929, showed a distribution of 57 
per cent of earnings distributed. A 
Treasury Department study for 1924 of 
nearly 50,000 corporations, placed the 
figure at 58 per cent. 

The weakness of endeavoring to 
draw conclusions from broad percent- 
ages, is emphasized by the Dun & 
Bravstreet Survey. The variation is 
so wide, and so many cases fall at the 
extremes, that frequency distributions 
are needed. See Table 7. For each of 
the three periods, real differences are 
evident between the policies of large 
and small companies. The outstand- 
ing fact in the 1920-1928 data is that 
one-half of the small corporations paid 
virtually no dividends and retained all 
their earnings in that period. The 


major breaking point seems to be 30 
per cent distribution; below this came 
64 per cent of the smallest, 45 per cent 
of the medium-sized, and 17 per cent 
of the largest. As a rough check, it is 
interesting to note that the average 
figure for the largest group falls very 
close to the percentages given above by 
Means, Sloan, and Paton. 

The 1936 pattern, based on 547 com- 
panies, shows a much higher rate of 
distribution. The percentages which 
retained less than 30 per cent of earn- 
ings for small companies, were 13 per 
cent in the early period and 45 per cent 
in 1936; for medium, 24 per cent and 
50 per cent; for large, 33 per cent and 
56 per cent. It still remains true that 
the smallest corporations are most apt 
to retain their earnings. However, in 
1936, the number with complete dis- 
tribution ranks up with the other size 
groups. For 1937, the intentions as re- 
ported indicate little change in the 
high distribution group, but an appre- 
ciable increase in those who anticipate 
complete retention. However, the 
variation in policy by size still persists. 
As a partial offset, it will be remem- 
bered, in connection with this tendency 
of smaller corporations to increase 
their disbursements under the new 
law, that they are likewise making 
greater use of the alternatives to cash. 

Lying back of and to some degree 
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explaining the relative payments and 
savings by size of corporations, is the 
question of relative stability of earn- 
ings. By and large, the earnings of big 
business appear to be more steady than 
those of small. They may vary more 
in terms of dollars, but percentage- 
wise, they are more stable. When 
everybody is making money big busi- 
ness makes less of it than small (in 
terms of return on investment), and 
when everybody is losing money, big 
business loses less. This has long been 
a general belief, acknowledged by 
sponsors as well as antagonists of the 
new Tax, and has within the last two 
months been bulwarked by a compre- 
hensive study by the Twentieth Cen- 
tury Fund. To the extent of its truth, 
it seems to be distinctly a point for the 
opposition, as most people will concede 
a greater need for conservatism in the 
handling of funds by a business liable 
to extreme fluctuations than by one for 
which the course of events is relatively 
placid. 

The matter does not end there, how- 
ever. This greater irregularity of earn- 
ing power on the part of small corpo- 
rations gives added significance to the 
refusal of the law to permit carry-over 
of losses. ‘This issue is thoroughly 
capable of raising hackles in connec- 
tion with the normal tax, but under the 
new Tax becomes singularly acute in 
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the case of small corporations with 
rubbery earning power. 


Intercorporate Dividends 


It must be kept in mind in the fore- 
going discussion, that a substantial per- 
centage of the annual dividends paid 
by American corporations is inter- 
corporate. Sympathy for “small” cor- 
porations may be occasionally mis- 
directed, for they may be subsidiaries 
of our industrial behemoths. The new 
surtax on undivided profits has been 
made by the Administration to con- 
tribute in a minor way to the pressure 
against far-flung financial relation- 
ships, since 15 per cent of intercorpo- 
rate dividends have been made subject 
to the normal corporation tax and 100 
per cent of them to the undivided 
profits tax. 

Incidentally, the embarrassment of 
having to close books and determine 
policies before the end of the year 
throughout some of these corporate 
honeycombs has its own discouraging 
influence on their perpetuation. It 
would hardly be argued that some of 
these parent and subsidiary relation- 
ships are not defensible in the interests 
of efficient operation, but such distinc- 
tions are an issue in themselves and 
will not be pursued here. Only the 
broad fact is thrown in as a consider- 
ation in any general inquiry as to 
whether small corporations, acciden- 
tally or otherwise, are being subjected 
to more onerous taxation than large. 


Specific Credit 


In an effort to ease the burden of the 
new Tax on small corporations, those 
with adjusted net incomes of less than 
$50,000 for the taxable year are allowed 
a specific credit. Unfortunately, the 
formula provided is open to at least 
two interpretations. The exact lan- 
guage is as follows: “(This) credit 
(shall be) equal to the portion of the 
undistributed net income which is in 
excess of 10 per centum of the adjusted 
net income and not in excess of $5,000.” 
The credit so determined represents an 
additional amount of retained profits 





taxable at the minimum of 7 per cent. 

The Treasury, selecting the more 
stringent interpretation, defines it as 
the undistributed profit or $5,000 
(whichever is less) minus 10 per cent 
of the adjusted net income. The al- 
ternative interpretation may be ex- 
pressed as the undistributed net income 
minus 10 per cent of the net income, 
but not to exceed $5,000. Thus, a con- 
cern with $20,000 undistributed and 
$40,000 adjusted net income, under the 
Treasury’s interpretation, would get a 
credit of $5,000 minus $4,000, or $1,000. 
Under the other interpretation it would 
be $5,000, since $20,000 minus $4,000 is 
greater. 

The effect of the Treasury’s interpre- 
tation is to allow at least $5,000 of re- 
tained earnings to be taxed at the low- 
est rate, or 7 per cent. The maximum 
tax reduction resulting from the credit 
is about $800. This is the only relief 
to small corporations provided in that 
section of the Act dealing expressly 
with the Undistributed Profits Tax. 
The progression in the rates from 7 
per cent to 27 per cent may work in 
the opposite direction, if small com- 
panies have a greater tendency to retain 
high percentages. 

It should be added, however, that 
small corporations are helped some- 
what by the progressive rates of the 
normal corporation tax, which is drop- 
ped to as low as 8 per cent for incomes 
not in excess of $2,000. This drop was 
made in conjunction with the new Tax 
and presumably was intended to func- 
tion in part as a counter-balance to its 
burden on the smallest concerns. 

Business’ own appraisal of the value 
of the specific credit is revealed by fre- 
quent failure to remember it at all in 
discussions of the Tax, save by an 
irritable aside. Present pleas are that 
a portion of adjusted net income rang- 
ing from 10 to 33 per cent should be 
exempted. Most of them are accom- 
panied by a further suggestion that a 
specific sum of anywhere from $5,000 
to $15,000 be similarly protected. Natu- 
rally, any sum selected would be arbi- 
trary. Sponsors of the idea are usually 


willing to see it adapted to the variable 
capital requirements and cyclical his- 
tories of different corporations and 
industries. 


How Will Small 


Corporations Grow? 


The whole country is familiar with 
the contention that the new Tax will 
prevent industrial growth through 
plowing back earnings. The case is 
simple enough. To the extent that 
high taxes must be paid for the privi- 
lege of retaining such earnings, the 
Tax should be added to the cost of ex- 
pansion and makes the prospect much 
less bright. The alternative of raising 
the capital elsewhere involves both 
costs and troubles. To the extent that 
dividends are paid in forms other than 
cash, the argument may not apply but 
that is another issue. With entire 
truth it is said that any such curb runs 
counter to the philosophy by which 
America has been built, for plowed- 
back earnings have been a major 
source of past expansion. 

The classic example of the automo- 
bile industry is so hackneyed that it 
merely needs passing reference. That 
this is not a unique illustration is 
demonstrated by such industry studies 
as Stephen J. Kennedy’s “Profits and 
Losses in Textiles,” in which after a 
careful computation, he concludes that 
“the expenditures upon plant made in 
the early part of the post-war period 
came from accumulated war-time sav- 
ings, and in the latter period from 
earnings and from the savings which 
this new machinery made possible.” 

Paton’s study of 7oo small and 
medium-sized corporations reached 
the conclusion that even during 1927- 
1929, only 57 per cent of available earn- 
ings were distributed in the form of 
dividends, and that 30 per cent of the 
total stock equity was accumulated sur- 
plus, exclusive of that part which had 
been capitalized through stock divi- 
dends. Crum, studying income tax 
returns from 1922-1929, and including 
financial corporations, placed divi- 
dends at $29.3 billions and retained 






































surplus at $12.9 billions. The Standard 
Statistics Company’s study of 544 cor- 
porations for 1926-1927 reported the 
accumulated surplus to represent al- 
most exactly 30 per cent of the stock- 
holders’ equity. 

Primarily, this issue is regarded as 
one running between large and small 
corporations. The big ones have ar- 
rived and the little ones are still strug- 
gling. More formally, the mature and 
rounded corporations with relatively 
stable earnings will be less inclined to 
reinvest a large part of those earnings 
than rapidly growing corporations and 
corporations with high hopes and 
prospects. 

Table 8 presents the Dun & Brap- 
STREET Survey data on this point for 
365 companies. They were asked to 
indicate the sources from which their 
net worth had increased from 1920 to 
1928. It is clear that only 4 per cent of 
the smallest companies reported any 
appreciable aid from new securities, 
while 10 per cent of the medium-sized 
and 29 per cent of the large companies 
used this method. The retaining of 
earnings is the converse picture. The 
“other” heading is small, being mostly 
cases where revaluations of capital as- 
sets gave an apparent increase in net 
worth. Since the question referred to 
increases in net worth, any expansion 
of assets by means of bonds is not 
covered. 

Since the evidence presented earlier 
is that payment of dividends increased 
appreciably in 1936 while the retention 
of earnings was reduced, we can as- 
sume that plant expansion as well as 
rehabilitation has been slowed down 
by the new law, as compared with its 
potential. This is attested by so much 
evidence from so many other sources 
that it is hard not to give it credence. 

Banks have reported that lines of 
credit to small corporations for pur- 
poses of expansion have had to be 
checked more carefully, exceptions be- 
ing made in the case of manufacturers 
in healthy financial condition. The Na- 
tional Association of Manufacturers 
has compiled hundreds of statements 
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on the effects of the Tax, many of 
which tell with unmistakable sincerity 
of curtailed plans for expansion and 
employment. Exactly half of a group 
of durable goods manufacturers re- 
sponding to a questionnaire of the 
New York Credit Men’s Association 
testified that the Tax had led customers 
to postpone or abandon desirable capi- 
tal improvements; an equal proportion 
incidentally commented they had had 
to do so themselves. 

In the present temper of business 
over this unaccustomed levy, the tend- 
ency to rationalize is doubtless very 
strong. Yet with full allowance for 
this very human weakness, the details 
in many of these replies are so exact 
and fair-minded qualifications are so 
numerous, that the general verdict 
must be given weight. 

There are other sides to this issue, as 
usual. The economic question of the 
possible danger of over-expansion is 
left open for later discussion. Friends 
of the Tax will of course fall back once 
again upon the ability of small and 
medium-sized corporations to conserve 
their cash through the use of other 
dividend devices. That subject also is 
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treated elsewhere. Still another an- 
swer comes from the fact that the Tax’ 
is really not so burdensome as com- 
pletely to incapacitate anyone. The 
rates are progressive, with exactly this 
consideration in mind. Even if all 
earnings are retained the Tax is only 
204 per cent. If 60 per cent is retained, 
the Tax is only 9.7 per cent of net earn- 
ings; if 4o per cent is retained, it is but 
5-3 per cent; and if 20 per cent is re- 
tained, the penalty drops to the signifi- 
cant level of 1.9 per cent. 
Commissioner Helvering estimated, 
perhaps informally, that a flat corpo- 
ration rate sufficient to meet the Ad- 
ministration’s needs would be 2514 per 
cent. Even assuming that it would 
have been only 20 per cent, the increase 
of approximately 5 per cent represents 
merely the amount of tax that would 
be paid if 40 per cent of earnings were 
plowed back directly. The problem 
is therefore purely psychological, con- 
tinue the proponents, since no special 
burden is placed on the use of 40 per 
cent of earnings for plant rehabilitation 
and additions or for the financing of 
more expensive inventories and the 


discharge of debt. The residual prob- 
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From 1920 to 1928, retained earnings were the only source of the increases of net worth 
of a considerable proportion of all concerns. This occurred most often in small concerns; 
to the smallest extent in large concerns. 


lem is a far cry from the position of 
utter helplessness which the manufac- 
turer is usually depicted as occupying 
under the weight of this severe levy. 

This soliloquy is concerned with the 
case for the Tax. It is not unfair to 
throw in a reminder that the burden 
described above is additional to the sub- 
stantial normal taxes that all corpora- 
tions must pay. When still further sup- 
plemented by State and local taxes, by 
excises and manufacturers’ sales taxes, 
by license and sundry other fees, the 
added burden takes on greater signifi- 
cance. Furthermore, for many pur- 
poses one should not judge it in terms 
of its burden on the total earnings of 
the corporation. Obviously progressive 
rates cannot always be averaged but 
must be evaluated with relation to the 
particular business purposes for which 
the sums taxable at the various rates 
are to be devoted. The point, however, 
that the average burden should be com- 
pared with that from alternative forms 
of tax increases still stands. 

However, whether psychological or 
real, the plain fact is that plowing-back 
has been discouraged. In recent years, 
various elements in the tax structure 





have had the net effect of limiting the 
volume of savings, and the Undis- 
tributed Profits Tax is not so much an 
exception as in accordance with the 
general rule. High surtaxes on indi- 
vidual incomes, progressive estate 
taxes, high rates on capital gains all 
hit at the points where capital is apt 
to accumulate. To the extent that it 
does restrict growth, the Undistributed 
Profits Tax is a legitimate and con- 
sistent member of our present tax 
family. 

Corporate growth is not merely a 
problem of retaining earnings, but also 
of raising capital. It seems plain 
enough, and in fact would hardly be 
disputed by the Administration that 
the new Tax encourages the contrac- 
tion of debt and the issuance of new 
securities. Administration spokesmen 
have indeed laid great stress on the fact 
that corporations needing their cash for 
other urgent purposes and finding it 
tied up when tax payments are due, 
can issue obligations in its stead. The 
wisdom and practicality of this course 
were discussed in a previous section. 

The tax has a bearing on methods of 
raising capital, since when money is 











raised by borrowing instead of stock 
flotations, new interest charges will be 
a deductible expense. This would, of 
course, be true for the normal tax as 
well, and any increase in the practice 
can be credited to the Undistributed 
Profits Tax only to the extent that it 
heightens an already existing incentive. 
In the choice between the use of stock 
or bonds, the advantage might appear 
to be in favor of stock, in that any divi- 
dend payments made would operate to 
reduce the ratio of undistributed earn- 
ings while the effect of interest pay- 
ments would be to reduce total earn- 
ings. However, what little influence 
this would have, would usually be over- 
balanced by such considerations as the 
state of the capital market, and the fact 
that interest provides an escape from 
the normal corporation tax on net in- 
come. The real danger in such choices 
is that of losing the fine balance be- 
tween policies related to financial struc- 
ture and those looking only to tax 
advantage. 

The probability of increased resort 
to the capital markets is pertinent to 
the present discussion of bigness and 
smallness, of course, only insofar as it 
raises the issue of who can do it best. 
The field of discussion may best be laid 
open by integrating what seem to be 
the most common business views. Such 
a summary would probably read that 
the raising of new money will be rela- 
tively easy for the large corporations, 
sometimes for the very small, and 
usually difficult for those lying be- 
tween. The distinctions and reasons 
therefore are virtually the same as those 
applying to the payment of dividends 
in other forms than cash, already dis- 
cussed. 

Business would probably agree that 
the close or family type of corporation 
could usually keep matters fairly well 
under control by the complete freedom 
of choice it could exercise as between 
retention and reinvestment. There is 
an embryonic fly in this ointment, how- 
ever, in that if retention were decided 
upon the earnings involved would be 
subject to further taxation and at pos- 





sibly high rates upon ultimate release. 
Business would not agree, however, 
nor would many economists, that the 
vast mass of corporations lying in the 
middle ranges can find any such easy 
escape. Even the large may have other 
difficulties. Treasury representatives 
have been frank enough to concede 
that during depressions even well- 
known corporations would have difh- 
culty in selling new stock and that their 
stockholders would probably not be in 
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a position to reinvest dividends. The 
extent to which this would be true of 
the large concerns would, of course, be 
exceeded by the medium-sized corpo- 
rations and by those in the lowest 
brackets which could not ride through 
on family loyalty. 

If these distinctions are correct, the 
charge is a serious one, for both small 
and medium-sized concerns would be 
strictly dependent upon their own re- 


serves in times of stress. If the cost of 


CORPORATIONS 


VS. PARTNERSHIPS 


ORPORATIONS are now subject 
to capital stock and excess profits 
taxes, to income taxes graduated from 
& to 15 per cent, and to the new tax on 
retained profits. Proprietors and part- 
ners are subject to the regular indi- 
vidual normal and surtaxes ranging 
from 4 to 79 per cent, whether or not 
profits are withdrawn. 

It becomes evident that the owner 
of a business with low earnings would 
be better off tax-wise if unincorpo- 
rated, although the rates on high profits 
could mount very rapidly above the 
relatively limited range of corporate 
levies. There are too many variables 
to permit an exact computation, but 
under most circumstances the corpo- 
rate form would bear the heavier tax, at 
least until the enterprise’s net income 
passed $25,000. This estimate leaves 
out of consideration any taxes on the 
corporation’s stockholders but assumes 
a 100 per cent distribution of earnings. 
In the case of a partnership the pivotal 


level would be higher, depending upon 
the number of partners and the dis- 
tribution of participation among the 
partners. 

The truth is, of course, that corpora- 
tions and partnerships were unequally 
treated under the old law, and that they 
are unequally treated under the new 
law. It could not be otherwise. They 
lie within different and incommen- 
surate systems of taxation. A signifi- 
cant approach to equalization cannot 
be made without such drastic altera- 
tions as repeal of the corporation nor- 
mal, capital stock, and excess profits 
taxes plus taxation of corporate profits 
as individual income, or else the plac- 
ing of similar burdens on all enterprises 
regardless of their legal form. Other 
persisting offsets are that some un- 
known percentage of retained corpora- 
tion earnings will be later distributed 
and thus taxed twice or that the capital 
gains tax will sooner or later dea! with 
retained earnings when they are re- 
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such reserves is enhanced by Govern- 
ment policy, the charge could be logi- 
cally extended into one of governmen- 
tal promotion of monopoly. 

It may or may not have significance 
that at the time of the hearings most of 
the protests against this Tax came not 
from the giant corporations but from 
those of more moderate size, and that 
to these, debt and lack of easy fa- 
miliarity with sources of new funds 
seemed particularly disturbing. 


flected in security values, and that the 
losses of the incorporated business can- 
not be deducted from the non-business 
income of the owners as can those of 
the owners of unincorporated busi- 
nesses. 

The affirmative of the case is that 
because of the sliding scale reduction in 
normal corporate rates and the exemp- 
tion from corporate surtax that would 
follow if all earnings were distributed, 
the total tax paid by very small corpora- 
tions has been reduced. The familiar 
answer appears again that few of these 
tiny corporations would be able to 
distribute all earnings, and if they fail 
to do so, the gains on the normal tax 
will more than offset. 

It is very easy, by concentrating on 
the relative incidence of old and new 
taxes on different kinds of business, to 
overlook the fact that there are very 
substantial reasons for choosing the 
corporate or personal form of organiza- 
tion, which are probably much more 
important. These are long established 
and the point need scarcely be labored. 
While there are over half a million cor- 
porations in the country, there are well 
over three times as many unincorpo- 
rated enterprises. They find advantages 
in the simpler style of operation such as 
would require a good deal of tax dis- 
crepancy to offset. Their capital re- 
quirements are usually supplied from 
their own resources, their control over 
their businesses is distinctly personal, 
they are seldom involved in obligations, 
they escape a good many State taxes as 
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well as a volume of paper work for 
which they have no aptitude nor facili- 
ties, and in general are people rather 
than institutions. They can enter or 
leave business without formality and 
may withdraw earnings or retain them 
at discretion. In some cases, such as 
law and brokerage concerns, incor- 
poration is impossible. 

Likewise, the corporate form of or- 





ganization has very compelling ad- 
vantages for some situations, against 
which taxation is hardly more than a 
harassing problem which has to be 
met, but where disincorporation would 
scarcely be thought of as a solution. 
True, a few concerns have reported 
that they have given up their corpo- 
rate franchises because of the new 
Tax, but these isolated incidents are 





IX. EFFECTS ON 


HE Acct is accused of descending 

with particular fury on the lame 
and halt. Those concerns which can 
least support it, because of either cycli- 
cal losses or temporary setbacks, are 
according to this charge asked to pay 
the most. 

The objects of this sympathy are, 
of course, not identically situated, but 
they share in common some essential 
instability or weakness which seems to 
be directly in the path of the lumbering 
new Tax. 

Some are coming out of the depres- 
sion laden with debts, which the new 
law does not feel it necessary to notice. 
Some are of a cyclical nature, and their 
need to establish cash or other liquid 
reserves is apparently not regarded as 
entitling them to special consideration. 

Some are by nature unstable and 
speculative, but the law makes no dis- 
tinction. Some, by necessity or choice, 
carry their earnings in almost any form 
but cash, but according to the most dis- 


consolate views they must either dis- 
burse in cash or pay the penalty in 
cash. 





SPECIAL GROUPS 


1. Debt-Ridden Concerns 


The problem of debt provides one of 
the most baffling debates yet stimulated 
by this law, because each side proceeds 
rather triumphantly from premises 
which the other would not accept. 
Each gallops home a winner because 
the other fellow is racing on another 
track. It also has its depressing side, 
for the onlooker’s whole sympathy is 
commanded by the opposition argu- 
ment, while the pros have only a cold- 
blooded sort of logic upon which to 
rest. 

To bring these contenders to the 
same starting point, it seems first of all 
necessary to recognize that there are 
debts and debts. Debts may be in- 
curred for the financing of current 
operations, the strengthening of work- 
ing capital, expansion, and the avoid- 
ance of sheer disaster. There are will- 
ing and unwilling debts. The same 
arguments can hardly apply to all 
situations. 

Corporations are normally in debt. 
It is necessary to ordinary business 
operation. Current liabilities run on 








hardly to be taken as proof of a trend. 
It is interesting, although for a number 
of reasons not determining, that there 
was no surge of demand on the part of 
unincorporated businesses for an un- 
distributed profits tax, and that some 
members of partnerships actually op- 
posed it during the Congressional 
hearings. At any rate, the law has 
not resolved existing discrepancies. 


forever by the replacement process. 
They are an operating item and are 
repaid out of gross proceeds and not 
out of profits. This revolving fund, 
which is what this debt really is, has 
often reached a volume in excess of the 
total statutory net income of American 
corporations. Such debt is not the 
problem, except when it becomes 
abnormal. 

Debts arising from obtaining fixed 
capital present a different problem. 
What is the distinction between the 
conversion of earnings into new capital 
and the liquidation of debt on such 
equipment? Advocates of the Tax 
point out most reasonably that both 
represent additions to wealth, and that 
even the use of corporate earnings to 
retire corporate debt adds to the net 
value of the stockholders’ equity. It is 
a kind of installment buying. The 
only difference is that the new equip- 
ment is available for use before pay- 
ment instead of after payment. This 
difference in timing is scanty support 
for most of the strenuous pleas of in- 
justice with which the public has been 
assailed. If earnings used directly to 
erect new factories were taxable, but 
those retiring debt by which the build- 
ing had been built were exempt, Con- 
gress would have moved much farther 
from “tax justice” than it will ever be 
carried by occasional instances of hard- 
ship under the tax enacted. 

To assist one method of financing as 
against the other by special tax exemp- 
tions would not only be improper in 
itself but would be a tacit invitation to 
business generally to contract unwise 

















debts. And for the Government to 
single out one class of operators for 
special favors would be to make itself 
guilty, at business’ own request, of an 
offense for which business would be 
the first to criticize it. 

Those hostile to the Tax would con- 
cede much of the foregoing, and still 
insist that discussion had hardly begun. 
Although it is a purely arbitrary dis- 
tinction, there is certainly a difference 
in business men’s minds between obli- 
gations assumed for the purpose of 
normal operations or expansion, and 
those which are literally forced upon 
them by developments beyond their 
control. As this is an unorthodox 
classification, whatever logic there is 
in it will not be pressed, but much of 
the bitterness felt under the new Tax 
unquestionably arises from business 
men’s obsessions over the hardships 
which they have endured during the 
past few years. The depression is much 
too recent to have it otherwise. When 
they complain about the Government’s 
indifference to their efforts to struggle 
out of debt and once again hold up 
their heads, many of them are thinking 
of the worn-down machinery, depleted 
working capital, and progressive mort- 
gaging of assets by which alone they 
managed to stay alive and from which 
predicament it is now their dearest 
ambition to escape. Those debts and 
under-maintained assets are thought of 
as falling in the “acts of God” class. 
They were the price of business life. 

Furthermore, perils and escapes of 
this kind are not confined to the depres- 
sions. Contingencies may arise at any 
time for individual concerns, such as 
strikes, floods, the tardy gripping of a 
new product, or a shift in popular 
taste. Penalty taxes on the retention 
of the first dearly won earnings of such 
concerns are more difficult to explain 
away than in the case of “normal” debt. 
Nevertheless, the debts must be cleared, 
or life is continually in jeopardy. 

Such unexpected burdens are more 
dangerous for small than large cor- 
porations. The Twentieth Century 
Fund has recently reported that, (1) 




























































big business borrows comparatively less 
money than small business, and (2) 
the money big business does owe is 
largely in the form of fixed debts 
whereas the obligations of small busi- 
ness are more likely to be in the form 
of notes and accounts payable. The 
first type of debt can be more easily 
held at arm’s length, the second is sub- 
ject to call by creditors. To those who 
feel that any bias in the treatment of 
competitors should under sound social 
theory be in favor of small rather than 
large business, the new tax on debt 
repayment out of earnings provides an 
additional disturbing factor. It means 
that their margin of safety, planned in 
the light of the then existing risks, has 
been suddenly cut into by a Govern- 
ment intent upon something else. 


The Creditors’ Case 


Finally, it takes two to make these 
debts, and debtors are not the only 
parties to be considered. It still hap- 
pens to be law and custom that when a 
man or institution lends money, he or 
it has a right to some kind of protec- 
tion against dissipation of the debtor’s 
funds. Retained earnings have been 
one of these traditional protections, 
and his claim on them from time im- 
memorial has been considered a claim 
ahead of the owner’s. There is a re- 
luctant recognition of this in the law 
but it is so hedged about as to have no 
general application. (See page 28.) 
This urbane new policy, though mere- 
ly a new tax of course, has the effect of 
making an over-night alteration in a 
basic business relationship. Debtors 
are discouraged from building up tra- 
ditional reserves to assure eventual pay- 
ment. 

Mention was made above of the 
gradual exhaustion of inadequately 
cared for plant and machinery during 
adepression. That subject is not being 
separately treated, but there are grisly 
points of similarity between depression 
debt and depression under - mainte- 
nance permitting many of the same 
points to apply. One is owed to credi- 
tors and the other is in effect a debt to 
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the plant itself. In one case the plant 
is living on its integrity and in the other 
on its physical stamina. Both represent 
ravages and both must be repaired to 
achieve health. 

Even some of the law’s worst enemies 
recognize that administratively it 
would be impossible to distinguish be- 
tween types of debt involving health 
and those involving growth. Further- 
more, the fact that small corporations 
rely on current indebtedness more 
heavily than do large, suggests that 
any distress felt by the latter in liquidat- 
ing fixed obligations might often be 
quite comparable to that felt by small 
concerns in reducing debt. 

It is true that both general and quali- 
fied recommendations are often made 
that special provision be included in 
the tax law for debt readjustments, par- 
ticularly that greater respect be shown 
for contracts. Rather than necessitate 
nebulous distinctions between worthy 
and unworthy cases, however, relief is 
sought by many critics through en- 
largement of the present specific credit. 
They would write specific exemptions 
up to $15,000 into the law and also con- 
cede the right to retain anywhere from 
10 to 33 per cent of adjusted net income 
without tax. These specific credits are 
customarily defended in the interest of 
small and cyclical businesses. But they 
would also provide a last line of defense 
for concerns struggling to retrieve 
financial stability. Some critics of 
course feel that even this is insufficient, 
a mere picking at the fringes of the 
problem. A concern in deep distress is 
as apt to need all of its money as 
desperately as the first $15,000 of it. 

In reply it must be said that sponsors 
of the Tax are not blind to these points. 
It is true that some of them give ground 
when the Tax is coupled with close 
restrictions on capital losses and loss 
carry-over, but others profess to find 
the case defensible even as it stands. 
They would, of course, point again to 
the right to distribute hard-won earn- 
ings in stock or obligations. They 
would also emphasize that an adminis- 
trative distinction between productive 
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and defensive debt would be impossi- 
ble to make, and that exemptions for 
the few through generous specific 
credits would carry immunity for the 
many. 

Many of them would feel that the 
sympathies of the critics had robbed 
them of any sense of proportion. It is 
both important and difficult to keep in 
mind, and this applies to many other 
criticisms of the Tax as well, that the 
law does not demand all that a hard- 
pressed business man can save or any- 
thing like it. 

It is probably a fact that for all the 
calamities to happen that have been 
visualized in these pages and elsewhere 
corporations would have to pay out 100 
per cent of their profits and do so in 
cash. But in the last analysis the worst 
that can happen to undivided profits is 
a tax of 20/44 per cent or the inconve- 
nience of paying dividends in unaccus- 
tomed forms. The defense probably 
feels that the present violence of crit- 
icism should be pulled down to that 
scale; say, in a proportion of 204 
to 100, waiving the possibility that un- 
der the second alternative it could be 
approximately o to 100. 

And in the end, many of the harder- 
boiled defenders rather resent the emo- 
tional case constructed in behalf of the 
business man upon whose brain the 
horrors of the depression are still viv- 
idly stamped. The depression threw 
him back, not the Government. Men 
do not now own as much as before. 
They were released from taxes while 
the losses were being incurred Those 
losses have been capitalized in the form 
of diminished surpluses or capital. 
Now the country has to start all over 
again and among the other beginnings 
are those of once again making money 
and of once again paying taxes on what 
they make. 

It is annoying to have to keep revert- 
ing to the treatment of capital losses, 
loss carry-over, etc., in connection with 
so many of these arguments, but their 
extreme pertinence leaves no choice. 
In this case they spoil somewhat the 
foregoing Spartan philosophy. 





2. Cyclical and Unstable 
Industries 


Some industries are subject to wide 
cyclical swings in earnings. Enter- 
prises such as those manufacturing 
machinery and equipment, for exam- 
ple, have high profits in good years and 
severe losses in poor years. Their aver- 
age may equal that of a more stable 
industry, but their taxable income will 
be much greater over the period. And 
their ability to distribute earnings is 
limited by the alternate necessity to 
create cash reserves or to liquidate debt. 
It follows as inevitable that the present 
Tax on undistributzd profits will rest 
with special weight on such concerns. 

It has been evident throughout this 
analysis that many of the imequities 
often charged to the new Tax are, in 
fact, the result of other provisions in 
the tax law. Outstanding among these 
are the limitation of net capital losses 
in any one year to $2,000, and the refusal 
to permit losses to be carried over from 
one year to another. 

As the law stands, it claims its share 
of any winnings and does not allow the 
tax-paying corporation to offset its 
capital losses against taxable income 
except to the inconsequential degree 
specified. That this restriction should 
be regarded as harsh and unfair was 
inevitable, and one of the most con- 
sistent recommendations of both 
friends and opponents of the Undis- 
tributed Profits Tax is that it be lifted, 
although recognizing that modifica- 
tions may be necessary in the interest of 
stability of revenue. It will be remem- 
bered that this grievance has wide ap- 
plication in the tax structure. Original 
protests however have been redoubled 
because of the manner in which the 
new Tax magnifies injuries from the 
old. 

Special curses are forthcoming when 
corporations with red ink on the books 
are obliged either to pay out their oper- 
ating earnings or pay a tax for the 
privilege of recouping capital losses, 
while still ending the year below the 
starting point. It is possible that even 
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if operating earnings were distributed 
under such circumstances they would 
receive no dividends-paid credit for the 
reason that such a distribution might 
not be held taxable to the stockholders. 

Probably more important from the 
corporation point of view is the in- 
ability to carry losses over from one 
year to another. This objection also 
applies to other corporate taxes, the 
argument running that any uniform 
tax on earnings rests most lightly on 
those corporations having relatively 
even earnings from year to year, and 
most heavily on those earning large 
profits in prosperous years and suffer- 
ing losses in depression years. 

Resentment gives way to exasper- 
ation, however, when a penalty tax 
is imposed for retaining “earnings” 
which are not “earnings” in any real 
sense but merely a sometimes painfully 
slow recovery from losses that have 
been implacably undermining the en- 
tire business. A corporation with un- 
even earnings is obliged to pay not 
only a higher normal tax over the 
cycle, but a progressive undivided 
profits tax on everything that it retains 
against losses in the bad years. It 
could, therefore, over several years suf- 
fer a penalty tax on average net earn- 
ings of nothing flat, or even when the 
books show a loss. The law’s resort 
in such cases to a penalty of as high as 
204 per cent for failure to distribute 
earnings that are never made, is re- 
garded by many of its critics as the 
travesty of a high principle. This is 
one of the points on which both op- 
ponents of this kind of a tax and those 
opposing merely the form that it is 
taking are able to make common cause, 
despite the fundamental divergence of 
their positions. 

All measures of this sort place an 
additional barrier in the way of invest- 
ment in hazardous enterprises, and 
even commentators with no personal 
interests at stake have remarked that 
if a certain amount of restraint on haz- 
ardous undertakings is advisable, it 
should be planned in terms-of the ob- 
jective and not allowed to happen as 
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the accidental and uncontrollable by- 
product of other measures. 

Friends of the new Tax usually agree 
that the fault lies in allocating burdens 
in terms of a brief, arbitrary, and un- 
realistic accounting period, such as a 
year. A common recommendation is 
that some provision be made for com- 
putation of profits in terms of averages, 
rather than for single years. Another 
approach is to permit losses to be car- 
ried over for a limited period of years. 


3. Contractual Limitations 


Earnings which could not be dis- 
tributed in any form or at any time 
within the taxable year without violat- 
ing the provisions of a written contract 
entered into before May 1, 1936, are not 
taxed as undistributed profits. Such 
contracts, however, must expressly for- 
bid the payment of dividends in whole 
or in part, or must expressly require 
the assignment of earnings of the taxa- 
ble year to the discharge of a debt. 

The Treasury Department has inter- 
preted this provision with the utmost 
strictness. A corporation having out- 
standing bonds is not entitled to a 
credit under a contract merely requir- 
ing it to retire annually a certain per- 
centage or amount of such bonds or 
to maintain a sinking fund. Such pro- 
visions do not expressly deal with the 
disposition of earnings and profits of 
the taxable year. Bonds issued after 
April 30, 1936, in refunding a pre- 
existing issue are considered to rep- 
resent new debts and so lose the bene- 
fit of any exemption in the original 
contract. Nor does the term “debt” 
include an obligation of the corpora- 
tion to a shareholder as distinguished 
from a creditor, so that amounts paid 
or assigned to the retirement of pre- 
ferred stock under the terms of a divi- 
dend-limiting agreement governing its 
issue are not eligible. 

Neither the charter of a corporation 
nor a State law forbidding the pay- 
ment of dividends while capital stock 
is impaired is recognized as a contract 
for the purpose of this Act. The law 
as interpreted also looks to the form in 





which dividend payments are forbid- 
den. If a restrictive contract, for ex- 
ample, does not forbid distribution in 
the form of stocks or bonds, the Tax 
may become collectible if the alterna- 
tives are not utilized. It does not 
count if the contract merely requires 
the borrowing corporation to maintain 
a fixed ratio of quick assets to current 
liabilities, as is sometimes the case. 

Quite naturally these interpretations 
have caused an uproar. Indignant 
observers point to the sanctity of debt, 
to the new helplessness of creditors, to 
the weakening of a debtor’s capacity to 
protect his honor. And they look for- 
ward to a more sympathetic ear when 
some of these issues reach the courts. 

A new host of technical questions 
has also been summoned from the 
void. Commissioner Helvering has 
intimated that even though a contract 
dealt expressly with the earnings of a 
taxable year, any surplus on the books 
might be construed as ability to dis- 
tribute or to pay. Some troubled com- 
mentators feel that should directors of 
companies with impaired capital yield 
to the new Federal law in distributing 
current earnings, they might be guilty 
of a misdemeanor under State laws as 
well as be under civil liability to re- 
fund to the corporation the amount 
illegally paid. 

A way out of this predicament is 
sometimes suggested through the statu- 
tory reduction of capital or the solici- 
tation of new contributions by stock- 
holders to surplus. The subsequent 
dividend, however, might not be tax- 
able to the stockholder because he 
would merely be handed back his own 
capital. If not taxable, the dividends- 
paid credit could be denied despite 
the ponderous legal rigamarole gone 
through to win it. 

This technical harrying, however, is 
an entirely inadequate sign of general 
business feeling concerning the law’s 
and the Treasury’s treatment of divi- 
dend-limiting contracts. The real ob- 
jection is that all debts are contracts. 
Any number of lines of credit are ex- 
tended by banks, for example, with the 
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understanding that until repayment is 
made dividends will be withheld in 
whole or in part. Such arrangements 
are usually by word of mouth, not in 
writing. The very sharp point is that 
without such an understanding many 
of them would not be made. This is a 
throwback to the discussion of the 
law’s injury to the credit of small cor- 
porations and will not be treated again. 

Aside from this question of business 
practice, the fact does stand out very 
clearly that Congress and the Treasury 
have so shaped the law as to ride out of 
court all contracts possible. In doing 
so distinctions have arisen between the 
eligibilities of different kinds of debt 
to tax exemption that, were they not 
desperately important to some classes 
of debtors, would in many instances be 
amusing. Often, immunity is purely 
a matter of accident, with appropriate 
care having already been taken that 
accidents will seldom happen. For in- 
stance, if two companies have con- 
tracts calling for the payment into a 
sinking fund of 10 cents per produc- 
tion unit, and the one happened by 
grace of Providence to have used the 
words “out of current earnings” and 
the other was not so blessed, the first 
would be exempt and the second would 
not. 

Such is business opinion, and a good 
deal of economic opinion, concerning 
the law’s treatment of contracts. For- 
getting merits for the moment, the 
Dun & Brapsrreet Survey findings 
confirm general expectations that only 
occasionally did any corporation turn 
up with the inspired language which 
the law chose to honor. 

Exemption on account of such con- 
tracts is most frequently claimed by 
large concerns. About 8 per cent of 
the larger corporations and only 3 per 
cent of the smaller corporations men- 
tioned their existence. Analysis of 
these instances shows that in fifteen 
cases the restriction was written into a 
mortgage or bond indenture, in seven 
was a stipulation on a loan from RFC, 


and in the scattered remainder of 


twelve cases there appeared a condition 
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governing loans from banks or cred- 
itors or a stipulation in an agreement 
with stockholders. How many of 
these restrictions will be honored as 
meeting the terms of the Act cannot 
of course be known. In isolated cases, 
corporations have refunded outstand- 
ing bonds which happened to restrict 
dividend payments but not in the pre- 
cise language necessary to earn an 
exemption, replacing them with issues 
carrying no dividend restriction. 

Other special circumstances which 
prevented payment of dividends in 
spite of sufficient earnings were men- 
tioned by 32 corporations, of which 25 
were small or medium-sized. More 
than half of the 32 cases were in- 
stances where a deficit in the capital 
structure provided the limitation be- 
cause of State laws or provisions in the 
corporation’s charter. Six cases were 
ones in which the corporation’s char- 
ter required all or a substantial part of 
earnings to be used in retirement of or 
reserves for preferred stock. Four cor- 
porations mentioned plans to scale 
down the capital structure to a point 
permitting dividend payments. This 
is primarily lawyers’ territory. 

One special aspect of these findings 
is worthy of note. Seven of the cor- 
porations claiming exemption did so 
on the basis of loans from the Recon- 
struction Finance Corporation. It is 
perhaps unfair to twit the Government 
concerning conflicts within itself, for 
Government is indeed an immense 
process and uniformity therein would 
be the miracle. It is mentioned here, 
therefore, merely for the sake of the 
record. As a matter of policy the 
Reconstruction Finance Corporation 
requires each industrial corporation to 
which it makes a loan to get its con- 
sent before making any disbursement 
of dividends, and these companies 
reported that lack of such consent 
constituted a difficulty. Another illus- 
tration—the Interstate Commerce 
Commission last Winter reported to 
Congress that railroads with weak 
financial structures were building up 
sinking funds upon its own pointed 








recommendation, and asked Congress 
to protect this policy against incidental 
ravaging by the Undistributed Profits 
Tax. 

Recommendations are therefore 
common to the effect that the law 
ought to be amended to respect the 
sanctity of earlier contracts. These 
recommendations are not of identical 
substance. Some would proceed on 
the principle of allowing all debt as a 
prior claim on earnings which the law 
should recognize. Others are more 
liberal-minded and would have corpo- 
rations relieved from the compulsion 
of the Tax wherever formal contracts 
of obvious intent had been signed, 
while others would recognize State 
law limitations. 

On this general subject, defenders of 
the Tax would probably not try to 
meet its critics head on. It is doubtful 
if any of them would deny that the 
various distinctions drawn between 
contracts which do and do not provide 
immunity were born of expediency. 
The reasons for this go deeper than the 
immediate issue. Once again, the first 
is revenue, and in these troubled fiscal 
times that is about as deep as anything 
goes. The second goes back to the 
basic arguments on the nature of debt 
itself. It was observed in a previous 
section that the law tended to regard 
most debt as little more than an op- 
tional means of doing business, and 
that to show special favors to those 
operating on borrowed capital would 
be to discriminate unfairly against 
those who use their own. If any such 
reasoning is accepted, the criticism of 
the law’s harsh disregard of contracts is 
answered, and the only unfairness vis- 
ible is in the Government’s inability 
to tax profits so closely reserved for 
debt service and retirement by con- 
tractual pledges that they cannot be 
reached. 


4. The Problem of Cash 


Unmistakably sincere complaints are 
heard on every hand that with im- 
proved volume and rising prices, in- 
ventories and accounts receivable have 
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expandéd to an extent severely strain- 
ing available working capital. These 
needs are normally met by current 
borrowings and increased earnings. 
The Treasury calls a penalty under 
this law for not distributing dividends 
even though no cash is available for 
distribution. 

This point is particularly pertinent 
to consideration of the law’s impact on 
differently situated concerns and in- 
dustries. Large corporations are gen- 
erally better cushioned with cash than 
are small. But entirely apart from size, 
the amount of fluctuation in inven- 
tories, accounts receivable, and other 
current assets, against which business 
must protect itself, varies widely from 
industry to industry. Similar vari- 
ation occurs with respect to the length 
of the processing and marketing pe- 
riods over which such investments 
must be carried. In the long-swing 
class are such industries as mining, 
leather manufacturing, tobacco and 
liquor manufacturing, the processing 
of copper wire and brass goods, oil 
drilling and processing, and the smelt- 
ing of non-ferrous metals. The live- 
stock, meat, and hides industries will 
in a period of rising prices show heavy 
inventory profits which most operators 
record with their fingers crossed, be- 
cause experience has taught them that 
such profits can disappear just as they 
came. Only the most literal and un- 
realistic conception of bookkeeping 
figures would seize upon such entries 
as evidence of tax avoidance, or, to 
put it more circumspectly, fail to 
provide separate treatment for them 
in taxing policy. They are inven- 
tory profits on the books today, but 
whether or not they will ever be real- 
ized is anyone’s guess. But the Tax 
status of the corporation is determined 
at an arbitrary moment of time, once 
every 365 days. 

The same kind of problem arises 
where the cost of raw materials con- 
stitutes a large percentage of the price 
of the finished goods, as in the case of 
many textile lines. In such instances 
working capital is quickly tied up 














in a rising market. The release can- 
not be synchronized witn tax dates. 

Raw materials are at the moment 
about twice what they were a few 
years ago, and the industry’s books 
mechanically record the gain of assets 
in the several forms of inventories, 
goods in process, finished goods, and 
accounts receivable. They are liquid 
assets, behaving a bit like molasses. ‘To 
the industry this investment is an un- 





avoidable form of speculation; to the 
new Tax law, a hoarding of profits. 
These nervous industries do not accuse 
the Government of accusing them of 
any such design, but they do complain 
about the insensitiveness of a tax that 
produces just about the same result. 
Some style it “confiscation of working 
capital.” 

Friends of the Tax are not defense- 


less before this charge. Their prin- 












X. ECONOMIC EFFECTS 


NY discussion of economic im- 

plications must rest on the as- 
sumption that the Tax does and will 
change established business practice; 
that corporations will not retain large 
surpluses but will pay out increased 
cash dividends instead. If they em- 
ploy one of the methods of tax avoid- 
ance such as taxable stock dividends, 
or if they pay the tax without making 
any appreciable change in policy, then 
the fine-spun arguments about the 
broad economic effects become merely 
forms of harmless mental exercise. 


1. More or Less Stability 


The depression is still vivid enough 
in memory to be a first frame of refer- 
ence for any new legislation. What 
effect will the Tax have on prosperity 
and depression? Here we must recog- 
nize much heated argument. How- 
ever, the disagreements are not solely 
matters of theory, but are in large 
measure differences as to what facts 
may properly be assumed. The varied 
designs of thinking emerge primarily 
from unlike ideas as to what actually 
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happens when dividend distribution 
replaces the building of corporate sur- 
pluses. Such differences are easily 
understood when one considers that 
“corporate surplus” is merely the re- 
sidual accounting item which makes 
assets and liabilities balance. It does 
not necessarily consist of cash. It is the 
result of the difference between all the 
assets and all the other liabilities, and 
might be related to any one of the 
many sub-items. 

In discussion, the assumptions ap- 
pear that a restriction of surplus will 
affect: 

(a) Capital assets such as plant and 
equipment, or 

(b) Current assets in speculative 
form such as inventories or contribut- 
ing to speculative activity such as funds 
placed in the call-loan market, or 

(c) Current assets in the form of 
liquid reserves, or 

(d) Some item of liabilities, particu- 
larly bank-borrowing. 

And similarly, the debaters disagree 
as to what happens to dividends, since 
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cipal reliance is upon a_ safeguard 
which had already been considered, 
namely, (a) the ability of such concerns 
to distribute their book earnings in 
other forms than cash; (b) the fact 
that a substantial proportion of profits 
may be retained at a low tax; and (c) 
the fact that a high margin between 
current assets and current liabilities 
provides excellent bases for commer- 
cial bank loans. 


the person who receives them may de- 
vote the residue after taxes, to 
(x) Investment in some produc- 
tive form, or 
(y) Speculation, or 
(z) Consumption. 

With these various possibilities in 
mind, some of the leading theories may 
be briefly stated as follows: 

(1) Cycles are due to excess produc- 
tive capacity, leading to over-produc- 
tion and glutted markets. Corrected 
by transfers from (a) to (y) and (z). 

(2) Ultimate advance in standard of 
living must come from saving. Pre- 
vented by transfers from (a) to (y) 
and (z). 

(3) Cycles are due to over-saving 
and under-consumption. Corrected by 
transfers from (a) to (z). 

(4) Cycles are due to speculative 
booms. Corrected by transfers from 
(b) to (x) and (z). 

(5) Cycles are due to speculative 
booms. Augmented by transfers from 
(a) and (c) to (y). 

(6) Cycles are due to corporate with- 
holding of funds as reserves. Cor- 
rected by transfers from (c) to (z). 

(7) Cycles are relieved by building 
up reserve cushions. Prevented by 
transfers from (c) to (x), (y), and (z). 

More variations could be added to 
the above list, but it should be sufficient 
to demonstrate that in this area of 
discussion there is confusion indeed. 
Most of the conflicting theories sound 
reasonable by themselves, yet many 
are mutually exclusive. For example, 
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the “over-saving” theory (Number 3) 
objects to accumulation of corporate 
surplus in prosperous times, yet the 
“cushion” theory (Number 7) requires 
it. The one thinks of surplus as plant 
and equipment; the other, as current 
assets. 

It is impossible to verify any of these 
theories scientifically. Furthermore, 
in this area, business policy is not so 
adamant that one can be certain that 
the records of the past can be relied 
upon as clear indicators of present or 
future policies. And what records 
there are, are incomplete and incon- 
clusive. However, it is generally ac- 
cepted that corporations increased their 
surplus during the twenties, and that 
the accumulation was reduced in the 
years after 1929. The figures which 
are quoted most frequently in this 
connection are the following from the 
U. S. Bureau of Foreign and Domestic 
Commerce (National Income in the 
United States, 1929-1935): 


TaBLE 9. CorporaTE SaviNcs 
(Billions of dollars) 
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The years prior to 1929 showed large 
pluses, while the reduction from 1930 
through 1935 came to $22,700,000,000. 
It should be noted at once that these 
figures are for all corporations, and that 
$3,300,000,000 of the reduction was con- 
tributed by financial corporations, most 
of which are not subject to the Tax. 

These corporate savings figures were 
obtained from the corporation tax 
records by deducting taxes and cash 
dividends from net profits, disregard- 
ing profits and losses from the sale of 
assets. In the six years of declining 
surplus, cash dividends equalled $20,- 
400,000,000, nearly the amount of sur- 
plus reduction. One Treasury official 
has emphasized the fact that net profits 
are reached after deducting such items 
as depreciation and depletion and that 
without such charges the corporations 
would have made a considerable profit 











before paying dividends even in the 
lean years. From a long-run point of 
view of course, these charges may pos- 
sess as much validity as many of the 
immediate expenditures. However, 
the argument that any appreciable part 
of this surplus reduction went to sup- 
port payrolls does not seem any more 
valid than that it went to support divi- 
dends, depreciation, rent, interest, or 
officers’ salaries. However, actual pay- 
ments made in any form necessarily 
tended to support economic activity in 
the depression. 

As indicated above, the many theo- 
ries about stabilization rest more on 
the way in which the surplus was used, 
than on its actual amount. In order to 
throw light on this problem, the com- 
posite balance sheet records for all cor- 
porations compiled by the Treasury 
Department have been analyzed, elimi- 
nating corporations under the head of 
“Finance,” since most of them are not 
subject to the Tax. The figures differ 
from those above in that they reflect 
all factors affecting surplus, including 
profit or loss from sale of assets. Vari- 
ous technical qualifications should be 
made, and of course there were changes 
in the corporation population, but the 
figures probably picture the general 
development with sufficient accuracy 
for our purposes. 


BaLANCE SHEET CHANGES 
(Env oF YEAR) 


(All Corporations Other than Financial) 
(Billions of dollars) 
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This picture shows clearly that the 
increase in assets from 1926 to 1929 was 
primarily in plant and equipment, and 
partially in notes and accounts receiv- 
able. This last item was to a con- 
siderable degree offset by the increase 
in notes and accounts payable. The 
bonded debt and mortgage item and 
preferred and common stock items in- 
creased by more than the increase in 
plant and equipment. Surplus in- 
creased nearly as much, but miscel- 
laneous liabilities were greatly reduced. 

The depression years show a reduc- 
tion in assets of $32,300,000,000. This 
was scattered fairly evenly among the 
assets items. Much of the reduction, 
of course, was the result of lower valu- 
ations. On the liabilities side, the notes 
and accounts payable offset appreciably 
the reduction in notes and accounts re- 
ceivable. The reduction in miscel- 
laneous liabilities was next in impor- 
tance to the reduction in surplus. The 
reduction in surplus happens approxi- 
mately to balance the reduction in any 
two of the three items, inventories, in- 
vestment, and capital assets. 

One cannot help but conclude that 
the problem is not as simple as the 
theoreticians would picture it. It is 
difficult to say that the surplus item 
was clearly responsible for the size of 
any of the other items. To complicate 
the problem further it should be noted 
that not only the quantity but the qual- 
ity of assets is important. Obviously, 
cash is helpful in facing a depression, 
but fixed investments in capital assets 
may also provide a cushion. The man 
whose machinery is in perfect condi- 
tion can cut maintenance. If he owns 
his factory he can disregard capital 
charges for a period. The “cushion” 
problem is much more than a question 
of having a large surplus item in the 
balance sheet. 

On the other side of the analysis, it 
is hardly necessary to discuss the non- 
regimentation of dividend-receivers. 
Given additional dividends, some will 
certainly hasten to satisfy their pent-up 
wants for consumers’ goods, others will 
seek to augment their income through 
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speculation, and others will invest their 
dividends so that they return to indus- 
try once more. There are no satistac- 
tory measures of these tendencies. 

The most elaborate attempt to put 
the pieces of this intricate puzzle to- 
gether, is that of the Brookings Insti- 
tution. It is quite unfair to their care- 
ful studies to present their findings in 
brief summary, but there is no alterna- 
tive. They report the aggregate na- 
tional saving (income minus consump- 
tion) in 1929 to have been about 
$20,000,000,000. Of this sum, about 
$5,000,000,000 was directly invested sav- 
ings by individuals and corporations in 
their own enterprises and the remain- 
ing $15,000,000,000 was placed by them 
in the hands of intermediary financial 
institutions and money markets. Of 
this available sum in the money mar- 
ket, about $5,000,000,000 flowed into 
new productive issues and mortgages. 
The remaining $10,000,000,000 was ab- 
sorbed chiefly in the advance of secu- 
rity values, though some of it was un- 
doubtedly diverted into such channels 
as fraudulent issues, foreign loans, and 
the liquidation of short-term banking 
obligations. 

The financial activity of corporations 
within this total picture is even more 
difficult to measure, particularly be- 
cause of the volume of “non-produc- 
tive” corporate financing (refunding, 
acquisition, investment trust, etc.). 
However, the Brookings’ estimates of 
corporations are that about $2,200,000,- 
ooo of the $20,000,000,000 total savings 
was corporate surplus, and an addi- 
tional $3,200,000,000 reached them in 
financing for productive purposes. 
Part of this money was used elsewhere, 
1.e., placed in the call-loan market, in 
which case it really belongs with the 
sum which served to support higher 
security prices. On the basis of these 
figures it would be a conservative esti- 
mate that at least two-thirds of their 
real capital expansion in 1929 was 
financed from outside sources, and less 
than one-third from their own savings. 

On the basis of the Brookings’ pic- 
ture, let us speculate a moment on what 
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might have happened, had the corpo- 
rate surplus item been forced out as 
dividends. The most certain conclu- 
sion is that part of the fund would then 
have been taken by the Government 
through individual income taxes, and 
to that extent, the available funds for 
any private use would have been re- 
duced. How this would have affected 
the total picture depends upon whether 
any offsetting change were made in the 
tax structure. 

Undoubtedly, the bulk of the divi- 
dends would have been paid to large 
income receivers. They might have 
spent some of their additional income 
on goods and services, but probably 
close to half of it would have flowed 
back into speculative or investment 
channels. Thus, there would have been 
some increase in consumption, but only 
a fraction of the total which was dis- 
turbed. 

The remainder, after taxes and con- 
sumption, would then presumably 
have moved into the financial institu- 
tions and the money markets. And 
here appears a danger. Perhaps it 
would have returned to corporations 
for the purpose of expansion. But it 
might equally well have joined the 
$10,000,000,000 serving to inflate the 
boom. And this might have served 
merely to enhance the catastrophe. 

At another point, the Brookings’ 
analysis rather discredits the idea that 
excessive corporate expansion is a 
major factor in business cycles. It finds 
no evidence of general excess capacity 
in 1929. The fault was not that savings 
went into capital goods, but were large- 
ly diverted into the price and specula- 
tive structure. These were more pri- 
vate savings than business savings, 
augmented of course by credit expan- 
sion. In the total picture, the corporate 
surplus problem is of minor signifi- 
cance, compared with the enormous 
sums diverted away from consumption 
to “non-productive” uses. 

Reviewing these various theories and 
facts, one cannot help but conclude 
that neither attack nor defense of the 
Tax on the grounds of its tendency to 
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increase or decrease stability can be 
very convincing. Not only does the 
transferable part of corporate savings 
represent a relatively small item among 
the total factors bearing on stability, 
but the part which it plays is none too 
clear. Until more and better facts are 
available, this section of the discussion 
should be classed as falling in the realm 
of entertaining argument. 


2. Management vs. Money 
Markets 


A somewhat different slant is given 
to the picture by those who argue that 
a major defect in our system has been 
in the allocation of industry’s earnings. 
The essential criticism is that the dis- 
position of surplus funds has been in 
the hands of corporate management 
without review by its real owners or 
by the money markets. Management 
tends to hang on to such earnings un- 
duly in accord with tradition, to lessen 
its financial worries, for its own per- 
sonal aggrandizement, or to cover up 
past financial manipulations such as 
the issuance of watered stock. 

They insist that our economic system 
is based upon the theory that the coun- 
try’s resources shall be allocated in the 
market place, and those wishing capital 
should bid for it against other capital- 
seekers. Otherwise, capital may be 
wasted and our national economic 
progress impeded. If surplus earnings 
are paid out as dividends, reinvest- 
ment would then be by stockholders’ 
choice, against the competing demands 
of consumers’ goods and other types of 
investment. Otherwise, the tendency 
is for capital to pile up where it already 
is, and not be available for other non- 
surplus producing entities, such as the 
Government and its agencies, new en- 
terprises, etc. This general approach 
finds particular support among those 
who feel that economic power is al- 
ready unduly concentrated in the 
hands of corporate management. 

The opponents of the Tax meet this 
argument on two grounds. The first 
is a defense of management. They in- 
sist that it knows best the needs and 
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potentialities of the enterprise, and that 
the pressure always is on the side of 
dividend payments anyway. The 
management view is supposed to be 
primarily a long-range view, and while 
stockholders as a body are quite as 
permanent, as individuals they feel no 
long-run relationship and are all par- 
ticularly concerned about the current 
return. They challenge the wisdom of 
individuals as investors, and of in- 
vestment bankers as allocators of capi- 
tal. If there is a defect here, it is a 
fundamental defect in the corporate 
structure itself, and one may do more 





harm by encouraging excess distribu- 
tion than help with the problem of 
corporate responsibility. 

Secondly, they argue that the process 
will function unfairly and expensively. 
The money markets are geared pri- 
marily for handling large security 
issues. The small enterprise has great 
difficulty in obtaining capital financing. 
And in any event, the commissions and 
underwriting costs are so high that by 
the time the money has gone out and 
returned to the corporation again, the 
dollar will have shrunk badly. They 


ask for a clearer demonstration that 





XI. FOREIGN SYSTEMS 


NE of the many interesting little 

contradictions appearing in the 
debates on the Tax arises from the ap- 
peals of both parties to British expe- 
rience. Such discussions must always 
be qualified by differences in circum- 
stance and in the character of the na- 
tional tax structure. 

The fundamental point is that 
British taxing authorities regard the 
corporation as an intermediary rather 
than an entity, and yet dividends are 
not forced out. The secret of their 
ability to maintain this equilibrium lies 
in the fact that their individual normal 
tax and the so-called corporate tax have 
been kept at the same rate. The pres- 
ent normal rate for both corporations 
and individuals is 25 per cent. 

Corporate income is taxed only once, 
following the principle of “collection 
at the source.” When dividends are 
paid, the corporation recoups its tax 
payment by withholding the tax paid 
from the stockholders. The British 


treatment of losses is much more com- 
fortable for by-standers as well as for 
participants. The English air is not 
rent by cries of pain and rage over tax- 
ation of the first tender new earnings 
after a long series of droughts. Losses 
may be charged against profits for the 
following six years. 

There are surtaxes on high income 
individuals, likewise concessions to the 
modestly placed. The individual sur- 
tax goes up to a maximum of 4114 per 
cent, while in the lowest brackets the 
normal rate is subject to an abatement 
of two-thirds. The taxpayer receives a 
credit on his return for the tax recoup- 
ment of the corporation, and this may 
entitle him to a tax refund if he is in 
a low bracket. However, there is not 
perfect equality, for as long as cor- 
porations refrain from declaring divi- 
dends, the payments to the govern- 
ment are only at the normal rate of 
25 per cent, instead of at the rate to 
which they might be subject via the 


[ 33] 


DUN’ §g REVIEW FQ &E SEPT & eS as 








management has done worse in its in- 
vesting record than the investment 
bankers themselves. 

One further aspect of the problem 
should perhaps be noted here. It is 
quite likely that the Tax will encourage 
a somewhat greater use of bank loans. 
Some see in this a happy return of the 
banks to their function of commercial 
credit institutions. This will also 
strengthen the hand of the Federal 
Reserve Board of Governors as a sta- 
bilizing factor. It is obvious that others 
regard this merely as a head-in-the- 
noose procedure for business. 


surtax or the abatement when paid out 
as dividends. This problem appears to 
be particularly troublesome however 
only in the case of small or so-called 
private companies. An important basic 
difference appears when the individual 
rate-spreads of the two countries arc 
compared. From bottom to top, the 
British travels over a shorter span 
(814 to 63.9 per cent); while ours runs 
almost from one end to the other of 
taxable income (4 to 79 per cent), 
clamped at one terminal to a 15 per 
cent corporation tax, the excess profits 
and capital stock taxes, and at the other 
to State income taxes. 

It should be added that in their last 
revenue measure the British have in- 
troduced a straight business tax in the 
form of a 5 per cent “National Defense 
Contribution” levy. 

Continental countries have likewise 
experimented with the problem. Their 
experience will be summarized very 
briefly. Norway has an undistributed 
profits tax, whose history may stand us 
in lieu of crystal gazing, so analogous 
are some of the emotional if not the 
judicial circumstances. Their law has 
been detested by the business commu- 
nity as has ours. Because of the steady 
opposition to it, the Norwegian rate 
has been lowered year by year until 
now it is only a flat 8.8 per cent. The 
importance of even this rate, however, 
would seem to be qualified by the fact 








that corporate profits are generaily 
taxed much more lightly in Norway 
than in the United States. The fa- 
miliar issue of loss carry-over reared 
as noisy a head there as it has here, and 
the Government was finally obliged to 
permit corresponding deductions from 
taxable income during the two years 
following their occurrence. Another 
concession has been the abandonment 
of double taxation, any tax paid on un- 
divided profits being refunded upon 
their subsequent disbursement. 
Sweden had an undistributed profits 
tax after the War but later abandoned 
it, insofar as general business was con- 
cerned. Some of the Swiss cantons 
have it but although the rates are high 
the actual amounts collected cannot 
exceed a certain percentage of the total 
net income. In Geneva, for example, 
the rate is 65 per cent but the limit is 
13 per cent of the total net income. In 
Czechoslovakia, undistributed profits 
are taxed as the rate of 8 per cent, while 


XII. 


T was to be expected in connection 

with so momentous a controversy 
that innumerable suggestions for 
modifying the new Tax would be 
heard. The sponsors range from stand- 
pat invincibles to firm believers in the 
righteousness of the new idea. Only a 
few can be recognized in this sum- 
mary. Despite some inevitable over- 
lapping and ignoring of extremes, they 
can be divided roughly into two 
groups, the first hoping to make the 
existing law less repellent by Congres- 
sional amendment, the second feeling 
that a Constitutional Amendment will 


dividends over 6 per cent are taxed at 
the rate of 6 per cent. 

The evenness of the debate over the 
general principle of taxing undistrib- 
uted profits in some fashion is sug- 
gested, at least, by the fact that some 
Continental countries have moved in 
the opposite direction. Dutch corpo- 
rations are taxed at the rate of 9.05 per 
cent on that part of their earnings 
which is paid out as dividends but are 
exempted with respect to the part 
which they retain. In less decisive 
fashion Denmark reduces to one- 
fourth the tax on that portion of cor- 
porate profits which is carried to re- 
serves for certain designated purposes, 
unless it is later diverted to another 
purpose, or distributed. France has 
recently imposed an_ undistributed 
profits tax of 4 per cent, but it still costs 
far less to retain than to pay out. Bel- 
gium likewise encourages at least tem- 
porary retention by taxing disburse- 
ments at the rate of 24.2 per cent and, 


ALTERNATIVE PROPOSALS 


probably be necessary to clear away the 
obstacles to effective reform. 

The first group would begin by 
purging the present tax law of some 
of its cross-cutting features, but would 
continue the Undistributed Profits 
Tax in its general form as a method 
holding out some promise of recon- 
ciling our individual and corporate tax 
bases. But the modifications asked as 
the price of such tolerance are not in- 
significant. ‘The major proposal is 
liberalization of the present restrictions 
on capital losses and loss carry-overs, 
allowing capital losses to be offset 
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at the same time, taxing savings at only 
y.9 per cent. 

This review is not given with any 
thought that America can take its 
choice of the various systems. First of 
all, and a sufficient barrier in itself, is 
the legal limitation on the taxing 
powers of the Government. Beyond 
this are the wide disparities which we 
have created between the normal rate 
of tax on individuals, the normal tax 
rate on corporations, and the surtax on 
individuals. The long and short of it 
is that individual taxes and corporate 
taxes in this country are different 
animals. It was this discrepancy that 
influenced the present attempt to link 
the two systems by taxing retentions or 
forcing them out into individual hands. 
The difficulty is that Congress under- 
took to manipulate only a few out of 
the many complex elements in the tax 
pretzel, so that in making new adjust- 
ments it could not help but produce 
new strains. 


against other income to the extent in- 
curred, and permitting net losses to be 
offset against the income of the three 
following years. These matters have 
been fully treated in the body of the 
report. Some in this group, disturbed 
by multiple taxation, would allow 
the tax paid by any corporation to 
be taken up by stockholders as a credit 
against personal income assessments; 
or, alternatively, allow a “drawback” 
to the corporation upon distribution 
of earnings. 

Most of the members of this school 
would also exempt the first 10 to 33 
per cent of earnings, with a minimum 
exemption of $15,000. Some insist 
that even this relief is not adequate 
for small and harassed concerns, and 
the further proposal is sometimes made 
that any corporation so qualifying be 
given the privilege of going before an 
administrative board and proving that 
a higher rate of retention is vital to the 
conduct or preservation of its business. 
It has previously been pointed out that 
to distinguish administratively be- 











tween normal and distress debts would 
be an almost impossible task. ‘The 
theory behind the present suggestion 
is that, admitting it would not achieve 
fine-cut justice, nevertheless it would 
be defensible as sound policy under 
any circumstances and would mini- 
mize the perils. Two objections are 
recognized. It would require the in- 
vestment of new and possibly danger- 
ous discretion in an administrative 
agency. Revenue would naturally be 
affected and, to compensate for the 
loss, it might be necessary to make the 
rate much heavier. 

There is also a rear-guard action in 
the first group, favoring the original 
proposal to rely exclusively upon 
heavy graduated taxation of undis- 
tributed profits and of dividend re- 
ceipts in the hands of stockholders. 
Capital stock, excess profits, and in- 
come taxes on corporations would of 
course disappear under this plan but 
not necessarily the present irritating 
disregard of losses. Attention has al- 
ready been paid to the new discrimina- 
tions among stockholders of different 
size and as between corporations and 
individuals, which this proposal would 
create in lieu of those which it cured. 

The following group of proposals 
would probably require constitutional 
amendment for complete validation, 
although occasional exceptions to that 
belief are noted. An idea that com- 
mands widespread support is that of 
requiring stockholders to pay both 
normal and surtaxes on their full 
share of current corporation earnings, 
undistributed as well as distributed. 
Corporations generally advise their 
own: stockholders of the amount of 
their earnings both as an organization 
and per share. It would not matter 
whether profits were left in the busi- 
ness or taken out. Stockholders would 
be treated as partners are now treated, 
each of them including in his personal 
return his proportionate share of the 
corporation’s income or loss for the 
taxable year. Corporation taxation as 
such would be entirely abolished, as 
this plan likewise contemplates the 








elimination of capital stock, excess 
profits, and corporate income levies. 

The principal doubt of course is 
over the constitutionality of any such 
arrangement. The courts seem to be 
making it painfully clear that Con- 
gress is not to reach behind what is 
sometimes called the legal fiction of 
corporate personality and tax each 
shareholder on his portion of his cor- 
poration’s winnings before they are 
actually put into his hands. Some re- 
formers suggest Federal incorporation 
as a way out of the difficulty. 

A few stalwarts insist that there is 
at least a secret pass through this bar- 
rier which the courts will open to 
trafic if the right opportunity is pre- 
sented. Mr. George Buchan Robin- 
son, for example, is convinced that if 
partners can be taxed on earnings 
which exist only in the inventory, a 
stockholder can be taxed legally on in- 
come which he did not receive in cash, 
but which has accrued to the book 
value of his shares of stock. He 
stresses an interesting point that others 
have likewise noted, namely, that 
much of the argument presented to the 
Supreme Court in support of the posi- 
tion that a stock dividend was not 
income (Eisner vs. Macomber), has 
equal application to the cash dividend. 
One of the troublesome complexities 
would be the book assignment of an- 
nual earnings to various types of stock- 
holders, for example, those possessing 
non-cumulative preferred stock. And 
a problem would remain with respect 
to determining what percentage of the 
year’s earnings belonged to an investor 
who had only held stock during part 
of the year. Finally, there is hardly 
any limit to the later readjustments of 
individual returns that might be neces- 
sitated if the Treasury Department did 
not accept the corporation’s own com- 
putation of earnings. 

Still another suggestion is presented 
in an exhaustive study entitled “Facing 
the Tax Problem,” prepared under the 
auspices of the Twentieth Century 
Fund. This plan is based on the 
proposition that a corporation's real- 





ized earnings are only part of the 
change in value of its assets that might 
occur during the year. Therefore, each 
stockholder should make provision in 
his personal income return for the full 
pro rata increase or decrease in the 
value of his holdings. If the stock is 
listed, market value as of the end of the 
year would be used; if not listed, the 
book value. If stock were sold during 
the year the capital gain or loss thus 
realized would be computed in terms 
of the difference between the selling 
price and either the value reported 
at the end of the previous year or the 
purchase price paid earlier in the same 
year. 

The sponsors recognize that this 
plan encounters difficulties. Both mar- 
ket value and book value have their 
weaknesses as measures. Furthermore, 
market value at least would reflect 
the state of the market quite as much 
as the state of the corporation, and 
thus taxation would reflect changes in 
the general price level as well as in the 
interest rate. But, despite these points, 
the position is held steadfastly that 
the objectives should be “to devise 
some practicable plan by which an- 
nual changes in the accrued value of 
of stockholdings can be reflected in the 
stockholder’s income tax return.” 

It is also recognized that any such 
scheme might be unconstitutional on 
the familiar grounds. The Committee 
in charge of the Fund’s study favors 
a Constitutional Amendment to insure 
the legality of such a plan for use by 
either the Federal or State Govern- 
ments. One saving suggestion for use 
in the meantime, is that if tax payers 
were allowed to select this method as 
an alternative to some less attractive 
method, an amendment might not be 
necessary. 

These proposals become important 
in the light of the avowed purpose of 
the Administration to revise the tax 
structure in the near future. Under 
present circumstances, it is absurd to 
attempt to pass final judgment on any 
separate element in the total system. 
It has grown by addition and repair, 
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and the parts lean against each other 
sometimes in support and sometimes 
in Opposition. 

Revenue must be had, but there are 
endless variations on the theme of how 
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Wage and Hour Bill replaces Court reform as chief item of Washington news. . . . Steel 


strikes cease to dominate industrial front as plants resume work. . . 


Sino-Japanese 


manoeuvers and continued fighting in Spain share war headlines. . . . Fluctuation of franc 


concerns monetary circles... 


CoNTINUATION announced of Tripartite Agreement of United 
States, France, and Great Britain to stabilize international curren- 
cies. American Merchant Marine begins operations under Govern- 
ment subsidy. Governor La Follette signs Wisconsin 


TVA” Bill. 
CoMprRoMIsE Court Reorganization Bill introduced in Senate. 
Markets suspended in three-day holiday. 


Lewis announces CIO drive on maritime labor. Great Britain 
proposes threefold partition of Palestine (Jewish, Arab, British). 


CHINESE-JAPANESE Clash near Peiping. 


PRESIDENT outlines labor relations policy of Government, stating 
Government employees may join unions but have no right to 
strike or make collective bargaining agreements. U. S. Treasury 
announces agreement to sell U. S. gold to China and to purchase 
Chinese silver. 


FRANCO-GERMAN trade pact signed. 


BIS informed of raising of Netherlands gold embargo and resump- 
tion of foreign lending in Amsterdam. 


House by 260-98 vote overrides Presidential veto of Farm Loan 
Bill. 

SENATE LEADER JosEPH T. RosBinson dies. Russians sct world 
distance record on transpolar flight to U. S. 


U. S. aGREEs to sell up to $60,000,000 in gold to Brazil; will con- 
tinue reciprocal trade treaty. 


PRESIDENT signs cight pacts adopted at Buenos Aires Peace Con- 
ference. Ford Motor Company plants of nation close for annual 
three-week inventory and “vacation.” 


NationaL Resources Committee makes public 450,000-word re- 
port on “Technological Trends and National Policy.” Anglo- 
German and Anglo-Russian naval treaties signed. 
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. July witnesses reversal of gold flow to United States. 


PRESIDENT signs War Department measure providing funds for 
flood control. 


U. S. Treasury statement reveals first net reversal of steady influx 
of gold to U. S. since October 16, 1936. 


SENATOR BarKLEY elected leader of Senate. 


Court Birt killed in Senate by 70-20 vote. Farm Loan Bill 
becomes law as Senate passes it over President’s veto. ‘“‘Sterilized” 
gold in Treasury shows first decrease since fund was established 
December 21, 1936. Representatives of 800 millinery manufac- 
turers sign fair-trade-practice agreement, paralleling old NRA 
code. Amended AAA upheld by U. S. Circuit Court of Appeals 
in San Francisco. Franc reaches lowest point in eleven years, 
then rallies. 


BANKHEAD Farm Tenancy Bill signed. U. S. Circuit Court of 
Appeals at New Orleans upholds right of SEC to subpoena tele- 
grams in connection with official inquiries. Parliament enacts 
British divorce reform. 


RarLroaps lift embargo on shipment of scrap to seaboard. 


PRESIDENT signs bill repealing ‘‘marriage clause” of 1932 Economy 
Act. SEC announces issuance of proxy rules for registered hold- 
ing companies and subsidiaries. Senate confirms renomination 
of Joseph B. Eastman as Interstate Commerce Commissioner. 


Navy Reserve plan disclosed by President. Aluminum Company 
granted right to appeal to Supreme Court to prevent Government 
from proceeding with dissolution suit. 


ConstrucTION of six auxiliary naval vessels authorized by new 
law. Board of Governors of Federal Reserve System annotnces 
amendment to Regulation “U” making margin requirements 
retroactive for banks, effective September 1. 


SENATE passes Wage and Hour Bill. 








&EP Tt & ewes 

















THE TREND OF BUSINESS 


PRODUCTION ... PRICES ... TRADE ... FINANCE 


During July and August business activity, all-in-all, was main- 
tained at a high rate. In June industrial production dropped 
more than seasonally from the March-May level and recovered 
slightly in July. Retail trade declined seasonally. Stock mar- 
ket averages went up a little during July and the first part of 
August declining somewhat in the third week of August; 
trading volume continued low. “Business sentiment” seems 
to be improving. 


HOSE who expected that the high 
rate of general business activity of 

last Winter and of the early part of this 
year might be followed by a well rec- 
ognized Summer slump have looked 
in vain for hot weather doldrums of 
real general importance. Any appraise- 
ment of the state of business shows a 


Industrial Production 


Federal Reserve Board Adjusted Index 


1923-1925 = 100 

1934 1935 1936 1937 

January 78 go 97 114 

February 81 co 04 116 

March 84 88 03 118 

April 86 86 1Q8 118 

May 86 85 LOI 118 

June 84 87 ; 104 15 

July 76 86 108 in 
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September Al gl 109 
October 7% 95 110 
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December 86 tol 121 

















high rate of activity, in some phases 
lower than the peaks of the last twelve 
months, sometimes lower than previ- 
ously in 1937, nearer to levels of a year 
ago, but still high. Such general state- 
ments are perhaps over-simplifications 
for the business health is a complex 
matter. 

In June the industrial production in- 
dex of the Federal Reserve Board— 
seasonally adjusted—dropped to 115 
after three months at the 118 level. The 
July level, according to preliminary 
figures, was 117. Reports from manu- 
facturing centers during the first half 
of August indicate little change, but 
an upward tendency. 

The steel and automobile industries 


with their labor difficulties have im- 
portantly affected the rate of production 
activity this year. Steel production 
in per cent of capacity is well below 
the over-go record levels reached earlier 
this year but in July reached the eight- 
ies again and stayed over the 80 mark 
during the first three weeks of August 
—the highest August rate of peace 
years. Automobile production should 
decline seasonally at this time of year— 
and has from the May peak—but 
jumped up sharply in the second week 
of August as Ford resumed operations 
after the Summer lay-off. 

Woolen and cotton mill production 
is slowing down somewhat. Cotton 
textile orders are being held up because 
of estimates of a large crop with lower 
prices. Shoe production dropped 
somewhat in the second half of August. 
In many industries production rates re- 
mained high, notably in farm imple- 


Factory Payrolls 


U.S.B.L.S. Index—1923-1925 = 100 


1934 1935 1936 1937 
January 54.6 65.0 73.8 90.7 
February 61.3 70.0 93:7 95.8 
March 65.6 1.7 =7.6 1o1.t 
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May 63.1 69.4 80.8 105.2 
June 66.0 67.4 81.1 102.8 
July 61.4 66.5 80.2 see 
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ments, food packing, can manutactur- 
ing, cigarettes and other tobacco pro- 
ducts, furniture, electric refrigerators, 
and crude oil production. Electric out- 
put went to a new all-time weekly peak 
in the week of August 14, reaching 
2,300,000,000 kilowatt-hours for the first 
time in the industry’s history—10.6 per 
cent higher than a year ago. 

The high rates of industrial produc- 
tion have been maintained. by backlogs 
of orders accumulated earlier in the 
year in many industries. In some in- 
dustries—the textiles, for instance— 
current buying is lower; in others, such 
as machine tools, there is still a sizable 
backlog insuring continued high activ- 


ity. 

In June the number of persons at 
work in manufacturing industries de- 
clined more than seasonally and the 
factory payroll index dropped from its 
recovery peak in May of 105.2 to 102.8. 
Preliminary July figures showed ap- 
proximately the same levels with de- 
clines of fractions of a point. Mid- 
August reports indicate some increase 


Wholesale Commodity Prices 
U.S.B.L.S. Index—1926 = 100 


April May June July 
Week 1937 1937 1937 1937 
I 88.3 87.4 87.1 87.2 
II 87.0 4 87 Berd... 86.7 Le 87. 
MI 87.6 86.9 865 . 87.8 
IV 87.5 87.4 86.7 87.5 
Vv 87.4 | 87.5 


over the July levels. The United States 
Employment Service figures show less 
than 5,000,000 persons in search of work 
at the end of July—a drop of 26.7 per 
cent from the figure of a year ago. 
Indexes of the wholesale prices of 
commodities dropped during the sec- 
ond quarter. During the first two 
weeks of July they recovered some- 
what, but in the last ten days of July 
and during August they fell off again. 
The variations of the indexes for all 
commodities have been comparatively 
small during the period of nearly five 
months since the drop early in April. 
At the beginning of the year the 
weekly index of the U. S. Bureau of 


Labor Statistics (shown in the accom- 
panying diagram) stood at 84.7. It 
went up fairly consistently to a high 
of 88.3 for the week of April 3, dropped 
during April to 87.4 for the week of 
May 1, has been within about 1 per 
cent variation from that figure since 
then. August weekly figures for the 
accompanying chart are: week of 
August 7, 87.4; August 14, 87.5; August 
21, 87.3. The slight drop during Aug- 
ust was due to reports of large crops 
and was largely restricted to grains, 
foodstuffs, and cotton. 

The cost of living remained prac- 
tically unchanged during July and 
August at about the level reached in 
early May. 


Department Store Sales 
Federal Reserve Board Adjusted Index 
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Trade reports were in general en- 
couraging during July and August. 
Those retail trade statistics that are not 
corrected for seasonal variation show 
the usual Summer let-down. Levels of 
a year ago are not being exceeded by as 
large a percentage as in the Spring, 
but are being nicely exceeded in such 
fields as department store sales, mail- 
order and store sales, and chain-store 
sales. Retail trade is more completely 
discussed in the pages immediately fol- 
lowing; Dun’s Review's U. S. Trade 
Barometer went up in July to 96.6 (a 
preliminary figure) from 94.7 in June. 

Bank debits outside of New York 
City in July were very close to the June 
level and 11 per cent above last year. 
For the first half of August the weekly 
level was about 5 per cent lower than 
in July, and about 5 per cent above 
last year. Bank debits in New York 
City—which are considerably influ- 
enced by financial activity—increased 
nearly 2 per cent from June to July. 
July was 3.4 per cent over last year. 


[39 ] 


The first two weeks of August showed 
a drop from July and a two-week total 
1.6 per cent below the corresponding 
weeks last year. 

In wholesale centers, there seemed 
to be in early August the long-awaited 
stimulus to set Fall buying in motion. 
Initial orders at “Market Week” events 
went nearly to 1929 levels running 


Industrial Stock Prices 


Dow-Jones Index (Weekly Average) 







April May June July 
Week 1937 1937 1937 1937 
T 184.79 172.64 173-44 169.10 
Il %4 80.10 175.47 172.46 177.23 
Hl 181.04 : 170.67 167.32 £79.08 
1V 180.51 17.63 “108iy ‘ of 183.22 
Vv 174.40 183.93 


from 20 to 35 per cent over last year. 
Later in the month this gain over last 
year dropped somewhat as worries 
ever possible lower prices developed. 

Prices of common stocks went up 
during July and the first half of August. 
Industrial stock prices (shown in the 
accompanying diagram) climbed from 
a low of 165.51 (Dow-Jones average) 
cn June 14 to 190.02 on August 14 
well up toward the recovery high, 
194.40, of March 10. By August 23 
this daily average was down to 181.88. 
Recent averages for the accompanying 
chart are: week of August 7, 186.26; 
August 14, 187.89; August 21, 186.23. 

The volume of stock trading was 
somewhat better in July, too; the daily 
average being 828,891 transactions com- 
pared with 632,661 in June, but well 
below the level considered normal and 
essential by those handling securities. 
August volume was lower again. In 
July there were six days of over 
I,000,000 transactions; up to August 26 
there was in August only one such day. 
Corporate financing is virtually at a 
standstill. 

Bond prices increased slightly in July 
—regaining most of the drop of the 
last three weeks of June—but eased off 
after the middle of August. The fluc- 
tuation of price averages was slight 
during both months; trading volume 
was low. 
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recovered half of this loss for a preliminary figur 


ORRECTIONS for normal seasonal variation did not 

prevent a general recession in June trade indexes. 
Under the impetus of losses in 25 of the 29 regions, the 
United States Barometer dropped 3.9 points from May 
to June, again settling at 94.7, the low for the year previ- 
ously established in April. A preliminary figure of 96.6 
for July indicates that the June setback has already been 
at least partially overcome. 

Although 94.7 is the highest figure for any June since 
1930, it represents one of the smallest year-to-year advances 
(3.6 points) since the beginning of the upward trend in 
the Summer of 1933. The small increase can be attributed 
in part to the bonus distribution of last year, but the fact 
that June also compares unfavorably with the previous 
month indicates the influence of additional factors. That 
the month recorded a new high in strikes has been factually 


established. Just how much of this trade decline is a re- 
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CONSUMER SPENDING DOWN 3.7 PER 


The United States Trade Barometer for June moved downward to 94.7 from the May level of 98.6, but 
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e of 96.6 in July. Trade Barometers for the United 


States and 29 regions are prepared by L. D. H. Weld, Director of Research of McCann-Erickson, Inc. 


flection of the reduced earnings occasioned by these dis- 
putes it is impossible to determine. 

Contrary to the general tendency, the Barometer ad- 
vanced from May to June in 4 regions: Jowa and Nebraska, 
Florida, Portland and Seattle, and Los Angeles. 
ranged from .5 point in Memphis to 10.2 points in north- 
ern New Jersey, the latter index dropping to 82.4, the lowest 


Losses 


level in the United States. 

In Jine with the narrow movement of the general index, 
gains over last year were moderate in all regions. Only 5 
regions advanced 10-15 per cent, while in no other month of 
1937 were there less than 12 regions in the greater-than-r1o 
per cent group. The area of most favorable comparisons 
reached from the rural districts of Alabama and Georgia, 
directly north in industrial Michigan. Eastern New York 
was the only other region which bettered its June 1936 level 


by more than 10 per cent. 
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Declines from their 1936 comparatives were reported 
for New Orleans, and Nebraska and Iowa. This latter 
region has been consistently under the United States 
average for the past year; from May to June it rose 
slightly, but June is the second month in which a drop 
under 1936 has been recorded. 
Reports from Dun & Brapstreet offices for July and 
August give a more favorable picture of trade through- '. 
out the country. Although a seasonal decline was gen- 
eral, none regarded it abnormal, and in 5 cities the 2. 
slackening was considered less than usual. Of the 51 3. 
cities mentioning labor troubles, 15 reported no disturb- 
ances and 10 better conditions. A large proportion of +. 
those noting continued strikes described them as minor. ‘ 
Excellent growing conditions continue to indicate a 
crop yield considerably greater than in 1936. The pros- 6. 
pects of an enlarged rural income, combined with the ‘ 
more favorable aspect of the labor situation have led 
to a general optimism regarding Fall trade in all sec- 8. 
tions of the country. Yet rising costs, the continued un- : 
rest abroad, the large government debt at home, must ] 
also be considered in an estimate of the Fall revival. 10. 
THE MAP AND CHART compare the June, 1937, indexes with VW. 
those for the same month a year ago. In the column at the extreme 
right of the chart there is indicated the relative importance of the 12. 
regions: the figures are percentages of national retail trade from the 
1935 Census of Business. 13. 
THE INDEXES for the regions (charted, with U. S., from 1928, 
on pages 42-46; five months’ figures on page 46) are composites based 14, 
on: bank debits (Federal Reserve Board), department store sales (Fed- 
eral Reserve Board), new car registrations (R. L. Polk & Company), 
and life insurance sales (Life Insurance Sales Research Bureau). In 15. 
regions 2, 3, 4, 5, and 14, wholesale sales, and in region 2, advertising 
linage, which were found to make those indexes more accurate, are 16. 
included. Each index is separately adjusted for seasonal variation and 
for the number of business days in each month. All are comparable. 7 
The monthly average for the five years 1928-1932 equals 100. 
THE PARAGRAPHS printed opposite the 29 regional charts quote 18. 
figures for June based on samples of department stores reporting to the 
Federal Reserve banks; for July and August based on opinions and 7a 
comments of business men in various lines of trade, gathered and : 
weighed by the local Dun & BrapsTrREET offices in making up their 
estimates. 20. 
i ) 21 
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REGIONAL TRADE BAROMETERS 
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REGION I: JUNE, 35.6 MAY, 88.9 JUNE 1936, 85.2 
June—Percentage department store sales changes from previous June: Boston +2, 
Providence +8, New Haven +9. Jury—Percentage retail trade changes from 
previous July: Bangor +10, Portland +5, Boston —6, Springfield —10, Worcester 
+5, Providence +4, Hartford +5, New Haven +11. Wholesale trade changes: 
Portland +10, Boston +5, Springfield —10. Tobacco crop good; farm prices high. 
Production and payrolls steady at Portland, Manchester, Burlington, Springheld; 
up elsewhere. Boston cotton mill activity high, but on downward trend; shoe 
production seasonally dull, slow in starting up. Collections steady to faster. AuGust 
—Department store sales 1 to 5% above last year. Shoe orders slow; leather prices 
holding firm. Few new yarn orders except in rayons. 


REGION 2: JUNE, 83.5 MAY, 86.1 JUNE 1936, 80.4 
June—Percentage department store sales increases over previous June: New York 
City 6, Bridgeport 6, Westchester-Stamford unchanged. Bank debits down 12%, 
the greatest decrease in any region. JuLy—Percentage retail trade increases over previ- 
ous July: Bridgeport 10, New York City department store sales 0.15, parcel deliveries 
8. New York City employment down 3°% from June, payrolls down 2%. Increase 
of 5% over last July in total sales volume of hotels. Building permits down 21%. 
Grain receipts down 26% under the effect of small Canadian volume. Aucust— 
Continued trend to better grade and higher priced merchandise in dress, coat, and 
suit lines; orders up 10°%. Small gain in wholesale shoe orders. August fur sales 
not up to expectations. 








REGION 3: JUNE, 93.7 MAY, 97.1 JUNE 1936, 54.5 
June—Percentage department store sales increases over previous June: Syracuse 
14, Capital District 2. JuLy—Percentage retail trade increases over previous July: 
Albany 5, Binghamton 10, Utica 10, Syracuse 8. Wholesale trade up 10% in 
Syracuse, down 10% in Albany. Crops better than last year; weather favorable. 
Pastures in excellent condition; milk prices improving. Production and payrolls 
steady at Gloversville; up elsewhere. Syracuse manufactures continue at good 
volume; automotive supply industry slightly off seasonally. Collections steady 
at Gloversville and Albany; faster than last year at other points. AuGust—Syracuse 
employment at top figure for years. Department stores active; demand for better- 
class and durable merchandise. 


REGION 4: JUNE, 84.9 MAY, 89.2 JUNE, 1936, 79.4 
June—Percentage department store sales increases over previous June: Buffalo 8, 
Rochester 4. JuLy—Percentage retail trade increases over previous July: Buffalo 7, 
Jamestown 9, Elmira 5, Rochester 4. Wholesale trade increases: Buffalo 4, Rochester 
5. Farm incomes expected to be about 15°% higher because of excellent yield 
situation and advance in prices. Labor situation good; payrolls and production 
improved throughout. Collections steady in Buffalo, Elmira, Rochester; better than 
last year in Jamestown. Aucust—Activity of Buffalo railroads and grain handlers 
stimulated by wheat arrivals. Large drop in Rochester building. 


REGION 5: JUNE, 82.4 MAY, 92.6 JUNE 1936, 76.2 
June—Northern New Jersey department stores sales up 8°, New Jersey employ- 
ment 11% over previous June. Juty—Newark retail trade increases 8°% over 
previous July; automobile sales 33°%. Wholesale trade up 10%. Payrolls and 
production better than last year. Building permits in Newark area continue in 
upward trend, with 31% increase over last July. Northern New Jersey bank 
clearings up 39%, Newark 4% from last July. Newark collections prompter than 
last year. Aucust—Construction active, highway extension accounting for a large 
part of volume; slight let-down in residential building. Retail trade fair; sales of 
sportswear and vacation accessories well-maintained. 


REGION 6: JUNE, 91.4 MAY, 99.5 JUNE 1936, 88.0 
June—Percentage department store sales increases over previous June: Trenton 
18, Scranton 4, Reading 10, Harrisburg 3, Wilmington 12. JuLy—Percentage 
retail trade increases over previous July: Trenton 15, Allentown 2, Philadelphia 1, 
Reading 5, Harrisburg 5, York 8, Wilmington 10. Decreases: Scranton 10, Wilkes- 
3arre 5. Philadelphia wholesale trade up 12%. Crop yield prospects good. Pay- 
rolls and production below last year in Wilkes-Barre and Scranton; steady in Johns- 
town, Reading, Williamsport; up elsewhere. Operations curtailed in coal industry. 
Trenton plants 78% capacity. Collections faster than Jast year in Johnstown, 
Reading, Harrisburg; steady elsewhere. Aucust—Philadelphia shipments severely 
hampered by truck strike; decline in department store volume. 
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REGION 7: JUNE, 97.9 MAY, 102.4 JUNE 1930, 92.7 


June—Percentage department store sales increases over previous June: Youngstown 
7, Pittsburgh 14, Wheeling 8. Juty—Percentage retail trade increases over previous 
July: Ene 3, Pittsourgh 11, Clarksburg 8, Charleston 5, Bluefield 6, Huntington 
down 10; Youngstown and Parkersburg even. Wholesale trade increases: Erie 5, 
Pittsburgh 10, Charleston 5. Crop yield heaviest for several years; potatoes damaged 
by too much rain in some sections. Payrolls and production steady in Youngstown, 
Huntington, Parkersburg; above last year at other points. Pittsburgh steel at 85% 
capacity; glass manufacture seasonally off. Collections prompter than last year. 
Aucust—lIndustrial activity high; steel rate slightly off. Erie retail sales level 
with 1936. 


REGION 8: JUNE, 103.6 MAY, 108.0 JUNE 1936, 92.1 
June—Percentage department store sales increases over previous June: Cleveland 8, 
Akron 11, Toledo 7. Juty—Percentage retail trade increases over previous July: 
Cleveland 9, Akron 11, Canton 20, Toledo 13; Lima unchanged. Wholesale trade 
increases: Cleveland 13, Akron 12, Toledo 14; gains accounted for in part by 
higher food prices. Excessive rains benefitting hardy farm products, causing some 
damage to perishables. Production and payrolls up from year ago in Cleveland 
and Toledo; steady elsewhere. Steel, machinery, and automotive parts industries 
better than last year. Collections steady in Canton and Lima; faster than Jast year 
elsewhere. Aucust—Cleveland industrial payrolls up 20%, and Toledo depart- 
ment store sales 8% over last year. 


REGION Q;: JUNE, 105.3 MAY, 109.9 JUNE 1936, 97.4 
June—Percentage department store sales increases over previous June: Cincinnati 
16, Columbus 12. Jury—Percentage retail trade changes from previous July: 
Cincinnati +10, Lexington +19, Portsmouth —5, Dayton +20, Springfield —s, 
Columbus +6, Zanesville -+-10. Wholesale trade down 5°% in Cincinnati; up 
10% in Columbus. Crop yield larger than 1936; berries best in years, at highest 
average price. Production and payrolls steady in Dayton and Zanesville; down in 
Springheld; up elsewhere. Cincinnati furniture industry considerably ahead of 
last year; steel mills at 82°% capacity. Collections faster than last year at Columbus, 
Cincinnati, Lexington; steady at other points. AuGcust—Cincinnati department 


store sales 20% above last year. Wholesale dry goods orders continue slow. 


REGION I0: JUNE, 107.8 MAY, 109.7 JUNE 1936, 95-9 
June—Louisville department store sales 14°% above previous June. New car 
registrations up 19%, the greatest increase in any region. JuLy—Percentage retail 
trade changes from previous July: Louisville +5, Evansville —5, Indianapolis +-15, 
Terre Haute —10, Fort Wayne -+20. Wholesale trade increases: Louisville 5, 
Indianapolis 20. Wheat yield good; corn crop and fruit promising. Production 
and payrolls up in Fort Wayne, Louisville; down in Terre Haute; steady elsewhere. 
Louisville manufacturers of hardware, lumber, and iron and steel very active. 
Collections generally steady; faster than last year in Fort Wayne. Aucust— 
Indianapolis retail sales 6°% above last year; wholesale hardware up 3%, dry goods 
10%. Manufacture continues active and collections good. 


REGION IT: JUNE, 96.9 MAY, 100.9 JUNE 1936, 94.7 
June—Chicago department store sales 119% above previous June. Juty—Percentage 
retail trade increases over previous July: Chicago 8, South Bend 22, Rockford and 
Peoria unchanged. Chicago wholesale trade up 59%. Corn and wheat crops best 
in years and prices continue to hold. Livestock receipts smallest in any July since 
1878. Production and payrolls generally steady; improved in South Bend, where 
Studebaker plants are active. Rockford furniture industry running slow. Chicago 
hotel sales up 6% compared with July, 1936. Collections faster than last year at 
Chicago; steady at other points. Atucust—Chicago wholesale lines active under 
stimulus of heavy demands from out-of-town buyers; sales 20-30% above 1936. 


REGION 12: JUNE, 103.6 MAY, 105.8 JUNE 1936, 90.6 
June—Detroit department store sales 15% above previous June. Juty—Percentage 
retail trade increases over previous July: Detroit 13, Grand Rapids 8, Saginaw 5. 
Wholesale trade increases: Detroit 12, Grand Rapids 9. Crops good in general; 
prices steady. Production and payrolls steady in Grand Rapids; up at other points. 
Strikes causing some slowing-up in Grand Rapids furniture production. Retail 
sales of automobile accessories holding up well. Detroit employment down 17% 
but wages 30% above last year. Collections faster than last year at Grand Rapids; 
steady in Detroit and Saginaw. Aucust—Detroit retail trade 109% above year ago; 
wholesale trade about even. Increased automobile production. 
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REGION 13: JUNE, 99.7 MAY, 105.7 JUNE 1936, 99.2 
June—Milwaukee department store sales up 11% from previous June. New car 
registrations down 27%, the greatest decrease in the U. S. Juty—Percentage retail 
trade increases over previous July: Milwaukee 5, Green Bay 12, Madison up slightly. 
Milwaukee wholesale trade up 5%. Crops better than a year ago; dairying pros- 
perous. Payrolls and production steady in Madison; above last year elsewhere. 
Milwaukee metal trades active. Abundance of Fall shoe orders. Backlog of 
orders keeps Green Bay paper mills at capacity. Canning above average. Col- 
lections prompter than last year at Green Bay; steady at other points. AuGust— 
Milwaukee retail sales continue upward. Crop outlook favorable, although rain 
needed badly in some sections. 





REGION 14: JUNE, 96.2 MAY, 102.8 JUNE 1936, 94.8 
June—Department store sales in the region up 7% from previous June. Juty— 
Percentage retail trade increases over previous July: Minneapolis 8, St. Paul 20, 
Duluth 5, Fargo 5, Billings 12, Butte 10. Wholesale trade increases: Minneapolis 
10, Duluth 5. Crops best in years, though drought in Montana has affected wheat 
and livestock. Payrolls and production above last year in St. Paul; steady elsewhere. 
Farm implements and furniture in good demand. Revival of flour milling and 
linseed oil industries expected under good crop stimulus. Duluth shipping at new 
high. Collections generally steady. AtuGust—St. Paul retail trade slowed by hot 
weather and grasshopper ravages, though still 16% above last year’s level. Crop 
returns satisfactory. 





REGION 15: JUNE, 84.7 MAY, 82.8 JUNE 1936, 91.6 
June—Omaha department store sales down 5°% from previous June: JuLy—Per- 
centage retail trade changes from previous July: Burlington +10, Cedar Rapids —4, 
Davenport —10, Dubuque +5, Waterloo +20, Des Moines 0, Sioux City +5, 
Lincoln +7, Omaha —5. Wholesale trade changes: Sioux City +4, Omaha —s, 
Des Moines 0. Bumper corn crop expected; oats and other small grain abundant. 
Hog and cattle prices high, but scarcity of supply. Payrolls and production gen- 
erally steady. Meat packing slack. Omaha dairy industry and smelting improved. 
Heavy machinery lines continue active in Cedar Rapids. Collections slower in 
Omaha and Dubuque; steady elsewhere. Aucust—Omaha trade 2-3% lower 
than last year; larger farm incomes diverted to liquidating loans. 


REGION 16: JUNE, 91.9 MAY, 97.2 JUNE 1936, 86.2 
June—Percentage department store sales increases over previous June: St. Louis 
11, Springfield (Mo.) 8. JuLty—Percentage increases in retail trade over previous 
July: St. Louis 7, Springfield (Ill.) 10, Quincy 2, Springfield (Mo.) 6. St. Louis 
wholesale trade up 5%. Bumper crops; prices holding at high levels. Payrolls 
and production steady at Quincy; up from last year’s levels elsewhere. Steel mills 
at 93% capacity, highest in several years. St. Louis shoe output ahead of Jast year; 
Fall orders in textiles not up to expectations; deterrent effect on trade of 1% sales 
tax increase not yet noted. Labor situation improved. Collections steady. AucGust 
—Steel orders declining seasonally. Hog prices steady; light supply of cattle. Cash 
corn market losing ground 


REGION 17: JUNE, 98.9 MAY, 102.0 JUNE 1936, 93.6 
June—Percentage department stores sales changes from previous June: Kansas 
City +4, Wichita +1, Oklahoma City —4, Tulsa +4. Juty—Retail trade increases: 
Kansas City +3, St. Joseph +3, Topeka +5, Wichita +25; Oklahoma City down 
10. Wheat yield excellent; prices steady. Corn outlook good despite grasshopper 
menace. Payrolls and production generally firm. Oil production steady, with little 
price variation. Flour milling and grain businesses boosted by good crop prospects. 
Collections generally steady, with retail slightly faster. AuGust—Trade spotty, but 
average ahead of last year. Corn continues very good. Collections generally fair. 


REGION 18: JUNE, 108.0 MAY, 109.9 JUNE 1936, 104.3 
June—Baltimore department store sales 8°% above last June. JuLty—Percentage 
changes in retail trade from previous July: Baltimore +-6, Washington —4, Norfolk 
—10, Richmond +5, Lynchburg +5, Roanoke +11, Bristol +5. Wholesale trade 
increases: Baltimore 5, Norfolk 8, Richmond 8. Tobacco damaged by blue mold, 
but general crop outlook favorable. Payrolls and production improved in Richmond 
and Baltimore; steady elsewhere. Richmond cigarette production nearly double 
July, 1936. Roanoke rayon and furniture factories at peak of employment. Sales 
slower in Lynchburg overall factories; two plants closed. Collections faster than 
last year at Bristol and Baltimore; steady elsewhere. Aucust—Gain over last 
year in all lines of Baltimore business except building. 
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REGION 19: JUNE, 111.7 May, 116.0 JUNE 1936, 102.3 
June—Department store sales increases over previous June: North Carolina 12, 
South Carolina 7. Juty—Percentage retail trade changes from previous July: Ashe- 
ville +-7, Winston-Salem +5, Charlotte +10, Raleigh —5, Wilmington +5, 
Charleston +18, Columbia —7, Greenville +29. Wholesale trade changes: Wil- 
mington +5, Charleston 0, Winston-Salem +5. Cotton and tobacco good; crop 
pests restricted to small areas. Payrolls and production up from last year in Ashe- 
ville, Wilmington, and Charlotte; down in Greenville; steady elsewhere. Textile 
manufactures slightly curtailed. Winston-Salem furniture prices somewhat lower, 
but industry stable. Collections steady-to-better throughout. AuGust—Charleston 
retail trade up 11% over last year. Tobacco market strong; good prices prevailing. 


REGION 20: JUNE, I11.3 MAY, 112.7 JUNE 1936, 99.9 
June—Percentage retail trade changes from previous June: Atlanta +8, Birming- 
ham +10, Chattanooga +5, Nashville +4. Juty—Percentage retail trade changes 
from previous July: Atlanta +8, Augusta +-2, Macon +4, Birmingham +10, Mobile 
—10, Chattanooga —2, Knoxville 0, Nashville —r10. Wholesale trade: Atlanta 
+6, Birmingham +5, Nashville —15. Cotton, corn prospects excellent; fruit crop 
off 30%. Payrolls and production below last year in Columbus, Chattanooga, 
Nashville; steady in Mobile, Knoxville; up elsewhere. Yellow pine industry active; 
stocks low. Collections slower than last year in Macon, Columbus, Chattanooga, 
Nashville; faster in Montgomery; steady elsewhere. AuGust—Bumper crops 
stimulating all lines of Atlanta trade. Scrap prices higher. 


REGION 21: JUNE, 120.5 MAY, 114.9 JUNE 1936, I11.9 
June—Jacksonville department store sales 2% above last June. JuLy—Percentage 
retail trade changes from previous July: Jacksonville —5, Miami ++-5, Tampa +10. 
Wholesale trade increases: Jacksonville 5, Tampa slight better than even. Payrolls 
and production steady in Tampa and Miami; up in Jacksonville. Building. activity 
continues heavy; value of permits 52% above last year in Jacksonville, 89% in 
Miami. Collections faster than year ago in Jacksonville, steady elsewhere. AuGusT 
—Jacksonville retail volume slightly under last year; poor weather conditions affect- 
ing trade. Debits 99% above same period of 1936. 


REGION 22: JUNE, 96.2 MAY, 96.7 JUNE 1936, QI.1 
June—Percentage department store sales changes from previous June: Memphis 
+5, Fort Smith +6, Little Rock 0. Juty—Percentage retail trade changes from 
previous July: Memphis +10, Fort Smith —5, Little Rock —10. Memphis whole- 
sale trade down 5°%. Increased cotton yield anticipated; corn normal; peach crop 
best in 6 years. Lumber sales slightly improved over last month. Production and 
payrolls down from last year’s levels in Memphis; steady at other points. Collections 
slower at Little Rock and Memphis; faster at Fort Smith. Aucust—Memphis de- 
partment store volume about 8% greater than year ago. Seasonal dullness in 
merchandising; fair turnover in clearance sales. 


REGION 23: JUNE, 98.4 MAY, I0I.4 JUNE 1936, 101.1 
June—New Orleans department store sales showed no change from previous June. 
New car registrations down 21%, the second largest decrease in the U. S. Juty— 
Percentage retail trade changes from previous July: New Orleans +15, Jackson o, 
Meridian +10; lull in rural sections preceding maturity of major crops. New 
Orleans wholesale trade up 15%. Larger acreage in cane and cotton expected to 
offset lower prices. Payrolls and production above last year in New Orleans; 
steady elsewhere. Increased activity in building, and oil production. Collections 
steady in Jackson and New Orlean¢; prompter than last year in Meridian. AuGust— 
New Orleans department store sales about 30% above year ago. Southern pine 


mills activity below last year. 


REGION 24: JUNE, 112.1 MAY, 115.3 JUNE 1936, 104.1 
June—Percentage department store sales changes from previous June: Dallas —4, 
Fort Worth +-3, Houston +7, San Antonio +6. JuLy—Percentage retail trade in- 
creases from previous July: Dallas 7, Fort Worth 7, Houston 15, Beaumont 5, Waco 
5, Austin 8, San Antonio 3, Shreveport 5; El Paso down 5. Wholesale trade in- 
creases: Dallas 15, Houston 18, San Antonio 7, Fort Worth 5. Outlook for cotton 
crop best in several years; prices down. Livestock industry continues favorable, 
with prices moving up. Payrolls and production above last year in Fort Worth, 
Houston, Dallas, Beaumont, down in El Paso; steady elsewhere. Collections 
steady. Avcust—Gains of 10-20% over 1936 in Dallas wholesale textile houses. 
Department store sales 5% ahead of last year. 
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JUNE 1936, 107.4 


REGION 25: JUNE, 107.5 May, 116.8 
Ju_y—Percentage 


June—Denver department store sales 2% above previous June. 
retail trade changes from previous July: Denver —5, Albuquerque +10. Denver 
wholesale trade down 29%. General crop yield adversely affected by grasshopper 
plague. Farm prices moving upward. Range conditions good; weather favorable. 
Tourist trade so far below expectations. Production holding firm; payrolls better 
in Denver, steady in Albuquerque. Value of building permits down 5% from last 
July. Collections steady throughout. Aucust—Improvement in Denver retail 
trade, especially furniture, household equipment, and ready-to-wear. Collections 
lagging. Crop production estimates above last year, but under 5-year average. 


REGION 20: JUNE, 103.9 MAY, 100.9 JUNE 1936, 96.6 
June—Salt Lake City department store sales 49% above previous June. Bank debits 
up 19%, one of the largest increases recorded for any region. Juty—Salt Lake 
City retail trade up 5% from last July; wholesale trade up 10%. Except for fruits, 
general crop conditions better than a year ago; prices strong. Payrolls and pro- 
duction improved over last year. Metal mining and smelting active. Larger tourist 
volume; more spending. Bank debits up 16%, building permits 66% from year ago. 
Avucust—Department store volume only slightly higher than 


Collections faster. 
ahead of 1936; volume swelled by 


same period last year. Gasoline sales 20° 


active tourist season. 


REGION 27: JUNE, 105.1 MAY, 99.3 JUNE 1936, 97.6 
June—Percentage department store sales increases over previous June: Seattle 6, 
Tacoma 8, Spokane 5, Portland 3. Juty—Percentage retail trade increases over 
previous July: Seattle 8, Tacoma 15, Spokane 6, Portland 13. Wholesale trade 
Fruit and wheat promising; berry prices better 
Lumber mills active, but 
Furniture sales up 15 to 
Aucust— 


increases: Seattle 10, Portland 10. 
than last year. Payrolls and production above last June. 
reacting to lack of shipping space and labor difficulties. 
40° Collections prompter than last year in Seattle; steady elsewhere. 
Tacoma retail trade affected by strike in 10 largest stores. Slump in Seattle build- 


ing. Shipping dull; heavy fruit cargoes booked for coming months. 


JUNE 1936, 97.1 


REGION 28: JUNE, 97.6 MAY, 101.7 
previous June: San Fran- 


June—Percentage department store sales changes from 
cisco —1, Oakland +2. JvLty—Percentage retail trade increases over previous 
July: Sacramento 5, Fresno 15; San Francisco and Oakland unchanged. San Fran- 
cisco wholesale trade up 15°; Bay district sales a little off, but country buying 
good. Fruits commencing strong; grain yield normal. Higher farm prices gen- 
eral. Payrol!s and production steady in Sacramento; up at other points. San Fran- 
cisco steel, chemicals, and electrical-goods production high. Hotel strike settled; 
Collections steady. Avucust—San Francisco retail trade 


trade sentiment improved. 
Bank debits up 5°4. Gold mining active. 


even with comparable period in 1936. 


JUNE 1936, 97.8 
Juty—Percentage 


REGION 20: JUNE, 09.1 MAY, 97.9 

Junr—Los Angeles department store sales 2°% above last June. 
retail trade increases over previous July: Los Angeles 5, San Diego 12, Phoenix o. 
Los Angeles wholesale trade up 79%. Field crops good; truck vegetables plentiful, 
with prices above last year. Payrolls and production up throughout. Los Angeles 
aircraft, petroleum, and motion picture industries maintaining operations at high 
levels. San Diego aircraft production slowed by shortage of materials; tourist trade 
brisk. Collections steady at Phoenix; faster than last year at other points. AvGusT 


—Citrus fruit crops good; prices satisfactory. Trade generally unchanged. Sub- 
stantial backlogs of orders among suppliers to petroleum industry. Textile pro- 
duction up. 
5 oad ‘ : ’ 
1928-1932 = 100 CoRRECTED FOR SEASONAL VARIATICN 

5 6 7 8 9 10 II 12 13 14 
91.6 89.3 100.8 103.9 110.2 99.3 103.8 102.4 106.1 99.9 
93.2 99.5 105.8 109.4 114.3 120.5 109.6 101.3 110.5 99.1 

8- 2 89.9 99-4 100.5 103.5 111.9 98.0 97.0 106.7 103.5 
92.6 99.5 102.4 108.0 109.9 109.7 100.9 105.8 105.7 102.8 

82.4 Ol.4 97.9 103.6 105.3 107.8 96.9 103.6 99.7 96.2 

20 21 22 23 24 25 26 27 28 29 
114.0 115.3 93.5 90.2 110.6 118.2 102.4 94.3 100.2 102.0 
117.5 115.0 112.8 103.0 111.0 119.6 105.6 105.5 08.7 103.1 
108.2 120.5 98.7 97.3 110.9 113.6 101.3 99.0 90.1 103.0 
tt2.7 114.9 06.7 101.4 115.3 116.8 106.9 99.3 101.7 97.9 
111.3 120.5 06.2 98.4 112.1 107.5 103.9 105.1 97.6 99.1 















































| SUMMARY OF INDUSTRIAL AND COMMERCIAL FAILURES 


NuMBER OF FAILURES 








1937 1936 1935 1934 

January ... 811 1,077. 1,146 1,317 
February .. 721 856 956 1,017 
| March 820 946 940 ~=—-1,069 
April... 786 830 §=61,083—-1,020 
Mag so 834 832 1,004 942 
June 670 773 944 992 
July... 618 639 go2 870 
August .... 655 884 872 
September . 586 787 771 
October .. 611 1,056 1,039 
November . 688 898 882 
December . 692 g10 933 
Total U. S. 9,185 11,510 11,724 


LiaBiLities oF FAILurEs * 





1937 1936 1935 1934 

January ... 8,661 18,104 14,603 29,035 
February .. 9,771 14,089 15,217 16,772 
March ....10,922 16,271 15,361 24,002 
April ..... 8,906 14,157 16,529 22,871 
May ..... 8,364 15,375 14,339 20,787 
June ..... 8,191 9,177 12,918 20,591 
Tuly 2.2: 7;766 9,904 16,523 16,555 
August... .... 8,274 135;266 15,703 
September. 9,819 17,002 15,552 
October .. . 8,266 17,185 16,973 
November . 11,532 14,384 14,376 
December . 12,288 15,686 16,981 
Total U. S. . 147,253 183,013 230,198 
*In thousands of dollars. 





| 
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Dwn’s Inso_vency INpeEx fF 





1937 1936 1935 1934 | 
JADUASY sce cs 46.0 62.8 66.7 77.0 | 
February ...... 48.4 56.4 66.0 67.3 | 
Marchi. ...5..0«. 44.9 53.0 55.0 60.4 
7, || are 46.4 50.3 63.5 62.4 | 
1 ee 45-4 46.3 58.8 55.4 
JONG. 6c Sie senes 39-3 44-5 57-5 58.4 
Dy Ieee ae 36.2 38.2 52.8 51.2 
| --- 36.2 49.8 49.5 
September ..... 33-4 50.0 48.8 | 
October ....... 35-9 61.8 60.7 | 
November ..... 44.3 59-4 55.8 | 
December ..... 42.6 53.3 56.6 | 
Monthly Average 43.8 45.3 57.9 58.6 


+ Apparent annual failures per 10,000 enterprises. 


ANALYZING THE RECORD OF INDUSTRIAL 
and COMMERCIAL FAILURES 


OMMERCIAL and industrial 

failures declined in July to 618 
from 670 in June, while accompanying 
liabilities fell to $7,766,000 from $8,- 
191,000. This decline of 52 cases was 
less severe than the May to June drop 
and was approximately the usual sea- 
sonal downward movement. The fact 
that both the June and July figures have 
fallen into the Summer seasonal pattern 
suggests that the high numbers in the 
Spring months were abnormal and not 
an indication of a general upward 
movement. The present level is slightly 
below that of July a year ago. Liabili- 
ties are less by $2,000,000. 

Expressed as an index number which 
corrects the reported failures for the 
number of working days in the month 
and relates them to firms in business, 
the July record dropped to an annual 
rate of 36.2 failures in every 10,000 
firms from a June figure of 39.3. The 
current rate compares with 38.2 a year 
ago. 

The July decreases were relatively 
most marked in wholesale trade and 





SEASONAL DECLINE IN JULY FAILURES 


construction. These are small groups, 
however, and have not the influence on 
the general trend that manufacturing 
and retail trade failures have. Of these 
larger groups, retail trade failures de- 
clined appreciably, but manufacturing 
failures were less than June by only 
three cases. It is significant that, com- 
pared with a year ago, manufacturing 


failures are the same in number, that 
retail failures are 4 per cent higher, and 
that the entire decrease has taken place 
in the three smaller groups, wholesale 
trade, construction, and commercial 
service. Manufacturing failures have 
maintained a fairly consistent level this 
year, with the exception of a high May. 
There have been continuing large num- 
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Fartures By Divisions or INpustrY—JULY, 1937 


(Liabilities in thousands of dollars) 


MANUFACTURING 


Foods 


Textiles 


Bonest Panuets 5-336 5s.5,0.5 dsc pocsise 
Paper, Printing and Publishing....... 
Chemicals and Drugs............... 
PAG Bic ox ote Sener scne ne ARO oes 
Leather and Leather Products........ 
Stone, Clay, Glass and Products...... 
AsamipAR Ghee 3. oo c ais 22 aos socote 
Machinety ...cccess cn uses 

Transportation Equipment........... 
LAL Cc: Se ae rege ee 


Total Manufacturing ene 
Per cent of month's total. ........00. 


WHOLESALE TRADE 
Farm Products, Foods, Groceries. ..... 
Clothing and Furnishings............ 
Dry Goods and Textiles 
Lumber, Building Materials, Hardware 


Chemicals-and: Drigs -......65.05 06 600s 
Fuels nur sranshcn at onatedee esi 
Automotive Products. ...........0. 
BNUIAININ MGUISES 3 cag oss ies oskgie ie oslsioleiee i 
All Other 


Foods Rogie rake oe erate eine 
Farm Supplies, General Stores........ 
General Merchandise............... 
Pinpeatel 5 ns cnc sa erie aa eee 


Furniture, Houschold Furnishings. . . 
Lumber, Building Materials, Hardware 


Automotive Products............... 
PR OBRANN TIRES Soak snc docscs ce crore ayers 
ROTROG oi. Seas wiaritnia es eetcie neers on ee 
PEO R ooS casas ls Rare onto Ree 
Detal Reta Wade ss hs ode eeawineee 
Per cent of month's total............ 


CONSTRUCTION 
General Contractors ja 
Carpenters and Builders............. 
Building Sub-contractors............ 
Other Contractors 3 .c.34 soc sees ake 


Total Construction 


Per cent of month's total. ........44- 


CoMMERCIAL SERVICE 


Cleaners and Dyers, Tailors.......... 
Haulage, Buses, “Taxis, CC. << 2.2% 00,00 
oc 5 SC REN oe Ua IRS SNL er ge BY Fes OI 
PMIBTIES: bos Sissi nlerse Give eis ese ese 
NODCEEIRETS © oo Jers saa ca wee een ee 
PIV ROE. Sess ose eiamis sisrepnaerees 
Total Commercial Service........... 
Per cent of month's total. ......ce00. 
"Total United Statesicgic.s hac sineinss ee 
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Liabilities 





‘\ ™~ 
July July June July 
1936 1937 1937 1936 
37 pees 452 329 
22 1,163 1,146 373 

6 152 405 62 
7h 184 133 112 
4 13 45 51 
6 27 203 84 
8 53 162 128 
6 210 37 94 
6 31 155 586 
5 67 30 129 
2 74 17 83 


130 
16 
II 
66 





639 





800 

74 
102 
271 
231 
134 
433 
213 
305 
298 





2,861 
36.8 





34 
218 
110 
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13 
39 
22 
110 
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724 
163 

65 
593 
232 
137 
318 
466 
196 


303 
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32.3 
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243 
46 
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18.9 
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1,076 
58 
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64 
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bers of failures among food products 
and increased failures in textile pro- 
ducts which have counter-balanced 
slight declines in most of the other 


manufacturing groups. 


Per Cent 

July, 1937 July, 1936 Change 

Manufacturing .... 131 131 0 
Wholesale Trade. 52 67 —23 
Retail Trade 379 365 + 4 
Construction 31 42 —26 
Commercial Service 25 34 —26 
Total , 618 639 —4 


There were nine very large failures 
with liabilities of $100,000 or over. Five 
were in manufacturing, scattered as to 
industry and location. One very large 
textile concern shared in raising the 
liabilities connected with failures in 
manufacturing above those of last 
month and much above those of a year 
ago. The remaining four large failures 
included a hotel, an auto repair service, 
a wholesaler of auto parts and acces- 
sories, and a wholesale jeweler. Trade 
accounts, bank notes, and sales con- 
tracts comprised the total liabilities of 
seven out of these nine companies, with 
only two in default on mortgages. The 
majority of large companies seeking 
reorganization through Section 77-B 
are carrying heavy fixed charges. 

A comparison by size of July failures 
with June failures showed varying 
movements. In manufacturing there 
were more small failures and fewer 
of medium size, while in retail trade 
there were fewer small retailers out and 
increased numbers of medium-sized 
failures. The total failures by size com- 
pares with those of a year ago as 
follows: 


Per Cent 

Liabilities July, 1937 July, 1936 Change 
Under $5,000..... 274 273 0) 
$5,000-$25,000 ... 290 299 — 3 
$25,000-$100,000 45 57 —2I 
$100,000 and Over 9 10 —10 
Total eae 618 639 —4 


Considered geographically, the July 
decline was widespread. Only three 
Federal Reserve Districts, Chicago, At- 
lanta, and San Francisco, failed to share 
in the decline, and their increases were 





FAILURES BY INDUSTRIAL Groups AND SIZE OF LIABILITIES 
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1934 1935 


practically negligible. The most note- 
worthy individual movements were in- 
creases in Illinois, largely in Chicago, 
and decreases above the average in the 
Midwestern States of Minnesota, Iowa, 
Kansas, and Nebraska. 


Federal Reserve Jan.-July —Jan.-July Per Cent 
Districts 1937 1936 Change 
St. Louis 159 248 ~36 
Dallas . 100 149 —33 
Minneapolis 113 154 26 
Philadelphia . 277 338 —18 
San Francisco 575 682 -17 
Cleveland 373 450 17 
Boston 495 583 “15 
New York. 1,679 1,891 Il 
Kansas City : 246 254 — 3 
Chicago 739 737 0 
Richmond 200 298 0 
Atlanta ... = 204 16g +21 
Total . , ; 5,260 5,953 ie 


1936 1937 


Canadian Failures 


Canadian failures declined from 76 
in June to 56 in July. This big drop 
continued at a rapid rate the downward 
trend since March and brought Cana- 
dian failures to the lowest point on 
record in many years. The decline in 
liabilities from $581,000 to $516,000 was 
less marked because of several large 
failures. Decreases occurred in all main 
industry groups, especially in retail 
trade, among grocery stores and restau- 
rants. All the decline was in the large 
cities with the greatest decreases in 
Ontario and Winnipeg. 
failures occurred among general stores. 


Increased 


Note: In Dun’s Sratisticat Review there are published 
more detailed failure statistics by States, large cities, in 
dustrial divisions, and size of liabilities, 
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URING July there were 53 appli- 
cations for reorganization under 
Section 77-B of the Bankruptcy Act, or 
an average of 13.2a week. The weekly 
average has changed but little during 
the last four months, with the result 
that the present period is the most stable 
that has occurred since the amendment 
went into effect in June, 1934. The 
level is slightly above the number of 
cases occurring in the early Summer of 
1935. Cases coming under Section 77-B, 
relatively small in number, have never 
fallen into a seasonal pattern as do the 
regular failures, and monthly fluctua- 
tions have been sharp. 


77-B App.icaTions BY Marn Divisions 
oF InpUsTRY—JULY, 1937 AND 1936 








77-B CASES SHOW LITTLE CHANGE 


MARKED REDUCTION IN MANUFACTURING APPLICATIONS 


manufacturers for the first time. The 
accompanying table presents the 
month’s applications by industry 
breakdown and shows retail cases to be 
above last month and a year ago, and 
manufacturing cases lower than in 
either period. The number of retail 
cases was enlarged by the filing of four 
separate applications by a proprietor of 
restaurants to cover four of his units. 
In manufacturing, applications in the 
food group declined from seven in June 
to one, and in the fuel group from 
seven to none. 

Of the 32 commercial and industrial 
cases, over half were filed by small 
companies capitalized under $25,000. 
These cases will undoubtedly be termi- 
nated within a few months either by 



































CAPITALIZATION 

Date Under $25,000- $100,000 
Incorporated $25,000 $100,000 and Over 
1935-1937...- 6 4 act 
1930-1934.... 9 3 I 
1925-1929.... I aa I 
1920-1924.... I I 
1900-I1919.... I 
Before 1900 .. Me 3 2 
Unknown ... I I 
2! eee 18 8 6 


All of the six largest companies have 
experienced changes in their financial 
structure. Two were successions to the 
individual business of the president, 
and two were formed to take over the 
property of unsuccessful companies. 
One of the oldest concerns, a northern 
paper manufacturer, sold its entire 
capital stock in 1933 to a New York 
financial company which assumed 














July June July ‘ : 
1937 - 1937 1936 declaration of bankruptcy or bya com- ‘™anagement. The other old i 
a hans ys . promise agreement. A quarter of the lished company is a Southern ee 
Retail Trade......... 13 5 8 cases were filed by companies capi- Concern. It also transferred ee 
ieee sg aa : . ‘e  talized between $25,000 and $100,000 ling interest in 1933 to its New Yor 
Commercial Service... 5 5 8 susie f. 
yy eee 21 20 4 and the remaining 19 per cent, or 6 actor. 
. Lz a pe ] ‘ i i - LICATIONS BY MonTHs 
ae he qr CASES, by very large companies which 77-B App <i 
Ba ; ae may be in the courts for some time eases? 
(*) Not included in tabulation of commercial failures, - ‘4 1937 1936 1935 1934 
such as real estate and investment companies. seeking agreement to the scaling down a 
“ 2. VAR ANY e345 33 84* 104 
In the past the majority of applica- of their debt structure. February ..... 45 72 74 
. ; The d = ° : he MARC: = oete-03s 82* 50 86 
tions have been filed by manufacturers, € dates of incorporation in the Any 5st 51* —sar2 
but in July the number of retailers seek- present form are given in the following May .....-.. a 46 135° ie 
A z : # . WING ocixe > os 2 59 5 104 
ing reorganization surpassed that of table for companies of different size. - i. a = os 
AUGUST o:6.5/0.000 sha 33 95* = 
September ... .. to) 2 2 
Montuiy Trenp oF 77-B Cases, 1934-1937 CO lCU ee OU 
400 November ... .. 35 44 101* 
December .... .. an 79 98 
otal Jac 452 se 0506 1,023 634** 
| © Five-week month. ** Twenty-nine weeks. 
300 
a TOTAL CASES WEEKLY AVERAGE 
a 1937 1936 1935 1934 
< January 6.20. 8.2 16.8 20.8 Bene 
> \s February ..... 11.2 18.0 18.5 
< 200 N Marelt | 5.5.4. 16.4 12.5 21.5 
4 AVA ya AST oo caine ss BO 10.2 28.0 
“ \ / RAY) Gig Zoscsierses 13.0 FI.5 27.0 soe 
, / ONO sions te 12.4 14.8 16.3 34-7 
\ \ 
oS \ Pa csh ctor dvses 13.2 8.2 20.5 23.6 
100 \ ay rN AMIARE © 5... ates 8.3 19.0 20.4 
. b) 
INDUSTRIAL AND COMMERCIAL CASES —% v Vv A aa September ... ... 75 13.0 15.5 
\_/ “S4 October ........ sir 10.8 19.0 18.3 
= November .... ... 8.8 11.0 20.2 
December .... .;. 8.2 19.8 24.5 
ER CER ER SERRE ERER ERE RERE ERC eee eae — —_- — 
1934 1935 1936 1937 i | ae 17.2 19.7 21.9 
[50] 
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SIGNIFICANT BUSINESS INDICATORS 


COMPILED BY THE STATISTICAL STAFF OF “DUN’S REVIEW” 


More detailed figures appear in **Dun's SravisticaL Review" 


Bank Clearings—22 UV. S. 


(Millions of dollars) 

















Cities 


Daily Average——— 











r Monthly 
1937 1936 1935 1937 1936 
PARMAR S55 255.5153 27,226 25,262 23,519 1,089.0 971.6 
February ....... 23,718 22,065 19,108 1,078.1 959.3 
March ......... 29,412 26,610 24,354 1,089.3 1,023.4 
April 26,086 24,711 22,809 1,003.3 950.4 
May 23,951 22,473 22,908 958.0 898.9 
June 25,903 26,148 22,392 996.3 1,005.7 
| OL Se eae 26,015 24,766 24,100 1,000.6 952.5 
PUOSUSt . ees ss Sots 21,269 22,313 818.0 
September ..... 0.20... 23,927 AOGRG nie aie 957.1 
Oete ape. Ano 8 cee roe 25,852 oN, | ee 994-3 
NNGVEIMUGE 26 cas nents 24,554 ye? | re 1,116.1 
13 11) 31,153 7). : ere 1,198.2 
| MOtab rh atcnn te Howe 298,790 og ole 987.1 
Building Permit Values—215 Cities 
By Geographical Groups 
July July Change June 
Groups: 1937 1936 P. Ct. 1937 
New England. ...... $6,860,707 $5,259,269 + 30.4 $5,153,410 
Middle Atlantic 25,073,134 30,308,754 — 17.2 21,744,273 
South Atlantic 10,047,568 11,346,293 — I1.4 9,963,400 
East Central 21,035,388 18,734,192 + 12.3 27,513,163 
South Central 6,759,693 9,297,665 — 27.3 8,918,072 
West Central 5,124,211 4,464,146 + 14.8 4,425,362 
Mountain ee eae 1,678,123 1,700,576 — 1.3 1,999,995 
Pacific urea 14,703,590 14,170,950 + 3.8 14,898,596 
(Rogaine Gao ttn eta, $91,282,414 $95,281,845 — 4.2 $94,616,271 
| New York City . $16,426,736 $20,745,393 — 20.8 $11,941,054 
Outside N. Y. C. . $74,855,678 $74,536,452 + 0.4 $82,675,217 
World Visible Wheat Supplies 
(Thousands of bushels) 
U.S: U:S: TotalU.S. U.K. * 
East of Pacific and Canada and Conti- 
1937 Rockies Coast Canada both Coasts — Afloat nent * 
May 29... 18,184 3,851 58,088 80,123 54,000 5,700 
June 5... 16,017 3,701 555315 75,033 51,800 6,400 
June 12... 14,050 33433 51,320 68,603 49,000 6,600 
June 19... 13,002 3,166 48,294 64,462 47,400 6,700 
June 26... 14,359 2,291 45,653 62,303 45,300 6,000 
|} July 3... 19,579 2,216 43,010 64,805 44,500 5,700 
July 10... 31,326 2,009 40,603 73,938 42,200 5,700 
| July 17... 53,363 1,728 37,979 93,070 38,400 5,800 
| July 24... 74,410 1,539 35,197 111,146 36,500 5,300 
July 31... 93,264 1,746 33,286 128,296 35,300 4,600 
Aug, 7... 107,731 2,288 30,023 140,042 33,700 4,500 


* Reported by Broomhall. 








DUN’ §S 


RBEVis 


1935 
904.6 
868.5 
936.7 
877.3 
881.1 
895.7 
926.9 
826.4 
874.4 
926.0 
967.0 
963.6 


904.0 


Total 
America 
and 
Europe 
139,823 
133,233 
124,203 
118,562 
113,603 
115,005 
121,838 
137,270 
152,946 
168,196 
178,242 


Dun & Bradstreet 


Wholesale Commodity Price Index 








Aug. I, July 1, 
Groups: 1937 1937 
Breadstufts: «2.00.0: $0.1283 $0.1464 
Eivestiieiey. 4/5004 4312 .4017 
Provisions ......... 2.9945 3.0245 
i. eee 2363 .2363 
Hides and Leather... —-1.2225 1.1938 
WOMUGS 5 acc avn.cs 2.9239 2.9870 
Wiis rncterics a 9341 .9129 
Coal and Coke...... .0120 .0120 
OMG a Keer e cecdnws 6459 .6508 
Naval Stores ; 1156 1178 
Building Materials. . . -1249 1256 
Chemicals and Drugs 8503 8508 
Miscellancous . . 5733 .6138 
Vota Alls. $c. ear $11.1928 $11.2734 
(First of Month) 1937 1936 

PADUAEY 6 oon 2 Scie $11.1360 $10.3641 
Pebruasy -. xis seinen 11.2320 10.0204 
MG oc ccvGuees 11.3494 9.9196 
PGB. .cevccwesnes 11.8150 9.8541 
AGS cee eesa cen. 11.5159 9.8191 
FONG 3 eee 11.3374 9.7374 
JU. ks canteens 11.2734 9.8538 
PUTO 7 a/ae. rer ace aie 11.1928 10.1445 
SepteiMbeO ce eccweg semen 10.1907 
CHONG iS crek “ahaa 10.2716 
INGVEMNER <csilecnc oaeees 10.2214 
DCCQMNOG ES Socin cae! , ower 10.7895 
Monthly Average.... $11.3565 $10.0989 


Dun’s Index Number 
of Wholesale Commodity Prices 








Aug. I, July 1, 
Groups: 1937 1937 
Breadstuffs . ...<.<:s:. $31.262 $38.070 
Meat eee 25.594 23.937 
Dairy and Garden... 18.750 21.367 
Other Food... ......0..: 18.654 18.722 
CTOGRAO ys - osc:< acorns 34.538 34.505 
MAGS ocean ceoias 26.210 26.136 
Miscellaneous ...... 38.932 39.616 
Fotale Alle..c.o. a2! $193.940 $202.413 
(First of Month) 1937 1936 

Wilds 2.2 Foe $206.544 $178.063 
FetGUat rs a5.< cw cces 203.206 179.045 
WRC S 58 eercesees 205.177. 179.601 
ASA tes shores ers <5 Save 205.550 173.645 
WARS cis dren cacln ard 204.981 173.485 
iis cease adewrets 201.516 172.136 
) ee eer ee 202.413 178.240 
BUGNGE es 6c since co% 193.940 181.878 
SCUMEMINOS Miicciccwncs manda 182.498 
CRONE oeciccxawe  joapeae 183.153 
NGVEMINER SC cecwns dances 184.397 
BreCeMeh cs woesnn. ~staees 192.959 
Monthly Average. ... $202.916 $179.925 
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THROUGH THE STATISTICIAN’S EYES 


ODD AND INTERESTING ITEMS FROM THE MONTH’S RECORD 


Air Transport 








160 ———- - —_____—_—_—_—_—— + —, 800 
| | | ‘\ 
| | 
PASSENGERS | iy | 
OF ian A ry ine 
EXPRESS | an Ss 4 
4 
| — fag. 4 | 
120 }- ~~ —__—_—_—— i\? . 71 600 
| iv 1 
| ' 
' 
a 


3 


THOUSANDS OF PASSENCERS 
8 
SQONNOd 40 SONVSNOHL 





BES SSeRR SRA SPREE CREE RSS See SESEEER PRES! 
1933 1934 1935 1936 1937 


Air TRANSPORT, PASSENGER AND Express CARRIED, January 1933—May 
Department of Commerce, Bureau of Air Commerce—For the 
reported months of 1937, the volume of air transport was above the. 





1937 


seasonal highs previously established in 1936. 


— for the early part of 1937 indicate that the 
volume of aviation traffic is continuing in the spec- 
tacular upward trend which has marked its progress dur- 
ing the last few years. Totals for the first five months of 
1937 better the like period of 1936 by 8.9 per cent in number 
of passengers carried and 25.1 per cent in pounds of express, 
the records of the Bureau of Air Commerce show. 

The marked seasonal decline which has, so far, occurred 
in the passenger business during the Winter months has 
partly retarded the industry’s advance. With the excep- 
tion of a slight decrease in 1934, however, there has been 
no lull in the year-by-year expansion of even this aspect of 
aviation. For the first five months of 1937 passenger traffic 
totals were 43.8 per cent greater than the same months of 
1935 and well over two and a half times greater than totals 
for the corresponding period of 1933 and 1934. 

The progress of the industry is reflected even more re- 
markably in the increased volume of air express. In com- 
parison with totals for the same months of other years, the 
number of pounds carried in the first five months of 1937 
was about three times greater than in 1935, four times 
greater than in 1934, and five times greater than in 1933. 


Motion Picture Theaters 


THAT A SEMI-LUxURY can become a first-class business 
enterprise is evident from a glance at the standing of the 
motion picture theater industry. The Census of Business 
reveals that in 1935 motion picture receipts were 21 per cent 
greater than the total net sales of mail-order houses, 33 per 
cent greater than the total net sales of household appliance 
and radio stores, and only 1 per cent less than the total net 
sales of shoe stores. 


The first statistics on the week-by-week trend of this 
industry have been collected by the Motion Picture Herald. 
A comparison of this movie series with Dr. Weld’s U. S. 
Trade Barometers (pages 40 to 46) brings out a rather 
startling difference in the recovery of the two series. The 
Trade Barometer reaches its low in 1933, and climbs steadily 
upward from that time. Movie receipts, showing con- 
sistent declines from the beginning of the period surveyed 
through 1935, begin to move upward in the middle of that 
year, but do not reach their 1933 levels at the end of 1936. 

This lag behind the general trade index may be charac- 
teristic of the industry, yet the peculiar nature of the movie 
series charted is worth noting. It includes only 1 per cent 
of the total motion picture theaters in the country, and all 
these are first-run theaters, houses in which new pictures 
are shown. Because of their high admission fees, they lost 
to the cheaper houses during the decline, and it may be that 
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Motion Picture THEATER Receipts, September 1932—December 19 36— 

Motion Picture Herald—The twelve-month moving average was computed 

through July 1936 by the University of Buffalo Bureau of Business and 
Social Research; later months by Dun & Bradstreet. 


in the recovery they regain their losses more slowly because 
they must await the shift back from these neighborhood 
theaters. In addition, the continuance of reduced admis- 
sion prices has undoubtedly been instrumental in holding 
down the gross income figure. 


Statistical Sources 


To simpLiry THE work of statistical investigators, the 
United States Department of Commerce has brought out a 
revised edition of its Sources of Current Trade Statistics. 
Designed for the research head, the university professor, or 
the business man, the directory offers a service for which 
there has been increasing need during the last few years. 

The latest edition lists approximately 3,000 statistical 
series, with the names and addresses of the compiling agen- 
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SouRCES OF CURRENT TRADE Statistics—United States Department of 
Commerce, Bureau of Foreign and Domestic Commerce—The sample 
shows the form in which the reference data are given. The numbers refer 

to sources, asterisks indicating the Survey of Current Business. 


cies. The series include production, machine activity, new 
orders, unfilled orders, sales, shipments, receipts, consump- 
tion, stocks, wholesale and retail prices, exports and imports, 
payrolls, and earnings. These are classified and tabulated 
in a convenient form. 


Public Warehousing 


BECAUSE DISTRIBUTION is the vital link in the American 
economic system, a business with $1,000,000,000 investment 
in equipment and $100,000,000 yearly revenue has been de- 
veloped to fulfill an important function in aiding this flow 
of commodities. 

The Census of Business, in its 1935 report on warehous- 
ing, found that there were 3,014 establishments engaged 
primarily in providing the general public with this service. 
Of these 43.0 per cent were employed in storing farm 
products, 23.0 per cent general merchandise, 21.5 per 
cent household goods, and 12.5 per cent cold storage 
merchandise. 

The relative importance of revenue size groups in the 
industry is evident from the bar chart. The 233 establish- 
ments in the $100,000-or-more group represented only 7.7 
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REVENUE SIZE CROUP 


Pustic WarEHOUSES, PERCENTAGE OF ToTAL NUMBER AND OF REVENUE, 
Grovupep By REVENUE Size—Census of Business: ,1935—Approximately 
36 per cent of the total establishments were concentrated in the lowest 
revenue group, while over half the total revenue was.in the highest group. 











per cent of the total number, but did more than half (52.6 
per cent) of the total business. Since the average revenue 
for all establishments was only $32,472, the large majority 
received less than this average. 


Strikes 


WHEN 6,320,000 men and women work for slightly over 
20 days, they account for approximately 435,666 years of 
working time. Records of the United States Department 
of Labor indicate that from 1927 through 1936, strikes in- 
volved this number of workers and resulted in this amount 
of time lost—in all some 130,700,000 man-days. Assuming 
average earnings of 55 cents an hour for an eight-hour day, 
labor lost in wages $575,080,000 during that time. 

Reduced to an average, the annual loss of working days 
due to strikes during the past decade has been approxi- 
mately 13,070,000. Standing alone, the figure seems high. 
Yet in 1937 this yearly total was more than bettered, with a 
tentative total of 18,167,270 for only half of the year. 
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STRIKES IN PRoGRESs, WoRKERS INVOLVED, January 1933—]une 1937— 

United States Department of Labor, Bureau of Labor Statistics—In June 

number of strikes reached the high for the decade, and number of workers 
involved stood above 300,000 for the fourth consecutive month. 


In every aspect of the strike picture, 1937 ranks high. 
For the first six months, the average monthly total of 
workers involved was 195,909 as against 65,695 for 1936. 
Although the number of strikes almost doubled 1936, the 
greater percentage gain in workers involved indicates a 
spread of the strike movement to the large industrial units. 

Whether the total number of workers involved will ap- 
proach the 1919 all-time record of 4,160,348 is yet to be seen. 
The half-year figure for 1937 now stands at 1,175,456. Not- 
withstanding a drop from May to June in the number of 
workers involved, the June total of 4,500,000 man-days idle 
is the highest figure in the ten-year period. 

March, April, May, and June also established the peaks 
for the decade in regard to the number of strikes beginning 
and the number in progress during the month. In June 
575 new strikes brought the total in progress for the month 
to 875; except for the previous three months’ averages, 
which were consistently above 700, no month in the past 
ten years has approached even half of the June figure. 








HERE AND THERE IN BUSINESS 





WHAT'S NEW AS OBSERVED BY AGENCY REPORTERS 


Hoax Some merchandisers will be 
mildly astonished, and some won't, at 
the results of a test conducted by the 
grocery products division of General 
Mills, Inc. To check retail outlets on 
the movement of “Wheaties,” two 
plans were deliberately set up, one a 
single package at 10 cents, the other 
two for 23 cents. The upshot was that 
33 per cent more packages of cereal 
were sold at two for 23 cents than were 
sold at 10 cents per package. 


Prestige When your department 
store has grown to a point where your 
delivery trucks annually make two 
round-trips to the moon and your gro- 
cery department handles 162 different 
kinds of cheese, it becomes possible to 
participate legitimately in the game of 
getting something for nothing. 
Before the turn of the century, R. H. 
Macy & Co. had already begun to 
manufacture its own products. The 
drive toward vertical integration con- 
tinued; Macy brands now number 
several thousands. So it is not surpris- 
ing that Supremacy Products, Inc., 


subsidiary, is reaching out to distribute 
Macy brands nationally through other 
department stores. 

Where the something - for - nothing 
comes in is that there will be no expen- 
sive national advertising efforts, no 
funds devoted to an initial promotion 
campaign, virtually none to sustaining 
sales. Displays used in New York will 
be syndicated to customer stores, and 
presumably these stores will advertise 
locally. But Macy executives are con- 
fident that a national campaign to ac- 
quaint consumers with their institution 
is wholly unnecessary. After all, 162 
different kinds of cheese. 


Super In the Summer of 1934 there 
were less than 100 super markets, last 
year some 600, this year 3,000. Not 
only does this mean that there are more 
and more super-market operators, but 
also that more competitors’ toes have 
been stepped on. People with sore toes 
write legislators. Legislators write 
legislation. 

So what with the number of oper- 
ators increasing and the need for co- 


But Now—Once super markets were gloomy affairs housed in abandoned factories. Today operators, 
having more capital and more confidence in their future, are building well-lighted, orderly stores. 





SUPER MARKET MERCHANDISING 








operation becoming more apparent, the 
Super Market Institute has had to hire 
a bigger hall for its first convention 
than originally was planned. When 
the commercial descendants of King 
Kullen gather together on September 
27 and 28 it will be in the Grand Ball 
Room of New York’s Hotel Astor. 
There the embryonic Institute will 
learn who its officers are to be and will 
become, for a time, the youngest of 
trade associations. 

Almost certain to be elected one of 
the new association’s officers is M. M. 
Zimmerman, who for two years has 
been acting spokesman for the trade 
through his monthly publication, Super 
Market Merchandising. Peering into 
the future of distribution, Mr. Zimmer- 
man perceives loss leaders and ballyhoo 
continuing inevitably. Consumers like 
bargains and carnivals. Cash nights 
and free chances on Chevrolets are 
natural attractions. He sees also 7,000 
super markets, many of them chain- 
owned of course, before the saturation 
point is reached. And with this he 
sees the number of small-sized chain 
stores cut to perhaps one-fourth of their 
present total. 


School Days Seven years ago this 
month the Chrysler Institute of Engi- 
neering enrolled its first students, 
twenty-five young graduates of lead- 
ing engineering colleges. Their class- 
rooms were the Chrysler laboratories; 
their courses included both academic 
and practical training. 

Before long the idea of combining 
education and practical work filtered 
through the plant, stimulating a desire 
for further training, which the Insti- 
tute acknowledged by establishing an 
undergraduate school. Last year the 
enrollment had grown to 1,100 em- 
ployees, the waiting list to 2,000. 
Courses led to degrees and certificates 
in practical science, business adminis- 
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tration, accounting and business law, 
stenography, and public speaking. 
When the Institute’s students ma- 
triculate this Fall many of them will 
be enrolling in a course in tactfulness 
which few other schools or colleges can 
offer. In some instances its faculty be- 
comes its students and its students be- 
come its faculty. No young college 
graduate teaching business English on 
Tuesday night will ridicule Mr. Ma- 
zuch’s phonetic spelling. For on Wed- 
nesday night Mr. Mazuch, ex-foreman 
and laboratory aide, will be on the 
rostrum, asking for a definition of a 
carbureter, and among the apprehen- 
sive upturned faces will be that of 


the Y.C.G. 


Transcriptions “A clipping bureau 
of the air? Why not?” So thought 
journalist Ezekiel Rabinowitz two 
years ago and so was born Audio- 
Scriptions, Inc. Night and day since 
then, engineers have listened to four 
radios, endlessly adjusting station and 
volume controls and transcribing pro- 
grams to recording discs. 

Each morning letters go forth to 
broadcasters of the day before. Some- 
times speechmakers want them for pro- 
tection against libel suits, sometimes 
just to hear themselves talk. Choir- 
masters reproduce the records on 
phonographs, show boy sopranos 
where they went off key. Foreign 
statesmen take their recordings home, 
rebroadcast them for their constituents 
—“What I told the United States.” 

Sometimes on an advance order 
Audio-Scriptions short-circuits the 
broadcast, takes portable recording ap- 
paratus straight to a conventional hall, 
for instance, and transcribes the 
speeches only, eliminating catcalls and 
incidental music of dubious merit. An- 
other variation of straight recording, 
clients come directly to Mr. Rabino- 
Witz’s office to dictate their wills so that 
there will be no mistake. Other clients 
record last words of advice. 

Making transcriptions day and night 
for two years builds up an impressive 
reference library of voices. Thus the 








Even Biccer—The picture of a Goodrich transport plane tire which appeared on page 42 of the July 
issue has prompted the Gulf Oil Corp. to send us this one. The Goodrich tire was about five and 
one-half feet in diameter; this one is ten. Wearer of such shoes is the Marsh Buggy, which transports 
men and equipment across Gulf Coast swamplands. The purpose of these tires is to make it buoyant. 


speeches of Franklin D. Roosevelt, 
Pope Pius XI, Edward VIII, De Valera, 
Jane Adams, and hundreds of others 
fill shelf after shelf. When your voice 
or mine has been sent over the air we 
get a letter from Audio-Scriptions tell- 
ing us of an opportunity to buy it back. 
When De Valera speaks the recording 
goes into Audio-Scriptions’s wine cel- 
lar, to age and to appreciate in value. 
In twenty years—who knows? 


More Super Not on the Super Mar- 
ket Institure convention program, but 
a probable topic of general conversation 
will be a merchandising stunt used not 
long ago in Los Angeles. Giant mar- 
kets feature self- service and self-selling. 


[55] 


But in this instance an exception was 
made, and as a tie-up with the market’s 
morning radio program, one roving 
selling clerk was present. 

All talk of distribution waste to the 
contrary notwithstanding, that clerk 
earned whatever he was paid. Loud- 
speakers were concealed in each mass 
food display; wires ran to a microphone 
on a mezzanine balcony overlooking 
the floor. All day the clerk watched 
customers milling about below, and 
whenever a determined little band 
gathered before any display, snap 
would go a switch, papers would rustle 
about his desk, and down the proper 
wire he would send the appropriate 
sales talk. 









THE BUSINESS BOOKSHELF 


BUSINESS . 


N ITS latest study, The National 

Debt and Government Credit, (157 
pages, $1.75), the Twentieth Century 
Fund has set out to determine the 
answers to three questions. 

First, has the unprecedented govern- 
ment debt already undermined gov- 
ernment credit? Second, will further 
increases in debt or its maintenance at 
the present level seriously threaten the 
confidence of American investors? 
Third, if it is found that a failure to 
reduce the debt will endanger govern- 
ment credit in the future, how much 
debt reduction is desirable? 

As is customary with Twentieth 
Century Fund projects, a research staff 
was commissioned to unearth all fac- 
tual information relevant to the sub- 
ject, and subsequently a committee of 
citizens reviewed the findings and sub- 
mitted a program of action. It is per- 
haps significant that this committee, 


BOOK 


AN ECONOMIC HISTORY OF THE 
WESTERN WORLD, by Harry Elmer 
Barnes. Harcourt, Brace. 751 


pages, 


>5-50. 
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SALES 
MAKE MONEY, by Fri 


Lecturer on economic history 
School 
author of The History of Western Civiliza- 
. tion; syndicate journalist. 


Director, mail-order department, McGraw- 
Hill Book Co.; engaged for 15 years in mail- 


. . FINANCE . . . ECONOMICS . . 
representing through its members 
business, labor, agriculture, economic 
science, and social welfare, has reached 
its conclusions unanimously. 

To answer the first question, the 
committee finds that neither the 
amount of the debt nor the large de- 
pression increase has as yet endangered 
the credit of the Federal Government. 
The factual report points out that both 
Great Britain and France are carrying 
a heavier per capita debt burden than 
the United States. Furthermore, new 
issues of Federal Treasury bonds and 
notes have been heavily oversubscribed. 
Finally, the refunding of Liberty Bonds 
at a reduced rate of interest appears as 
a favorable omen. 

On the other hand, the British pub- 
lic debt has been subscribed largely 
by genuine investors, rather than by 
the banks as in this country; the pre- 
carious position of government finan- 
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for Social Research, New York; 
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cing in France is well known. Again, 
when oversubscriptions are in the 
wind, subscribers to bonds almost al- 
ways order more than they want. For 
this and other reasons, the market- 
ability of new issues is not conclusive 
proof of soundness. And as for the 
refunding operations, the holders of 
16 per cent of the Liberty Bonds would 
not exchange them for new issues. 
To continue deficit finance, the com- 
mittee warns, “would be both danger- 
ous and unnecessary.” Because of its 
psychological effect, the trend of the 
debt is even more important than its 
size. Continued deficits in the face of 
rising business activity and national 
income “would weaken public confi- 
dence in the willingness of the govern- 
ment to balance its budget under any 
conditions.” Failure to reduce the debt 
during a period of prosperity would 
raise serious doubts about the govern- 


SUMMARY 


Because it is an economic history and because the industrial 
| revolution marks the beginning of so many new economic 
achievements and problems, two-thirds of its pages are devoted 
to the events and institutions of the modern age. 


A comprehensive desk reference manual which discusses the 
details involved in the conduct of a direct-by-mail campaign— 





Harpers. 185 pages, $2.50. 


THE PRESS AND WORLD AFFAIRS, 
by Robert W. Desmond. Appleton- 
Century. 378 pages, $4. 


TECHNOLOGY, CORPORATIONS, 
AND THE GENERAL WELFARE, by 
Henry A. Wallace. University of North 
Carolina Press. 83 pages, $1. 


GREAT GOLDWYN, by Alva 


Random House. 99 pages, 


THE 
Johnston. 


31.50. 


WORLD 
Paul Einzig. 


Ss. 
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FINANCE, 1935-1937, by 
Macmillan. 334 pages, 


THE NATIONAL DEBT AND GOV- 
ERNMENT CREDIT. Twentieth Cen- 
tury Fund. 157 pages, $1.75. 








order selling of a variety of products. 


Editorial and magazine writer: one-time 
foreign correspondent for Christian Sctence 
Monitor; ex-member of journalism faculties, 
Universities of Michigan and Minnesota. 


Secretary of Agriculture in Roosevelt Cabi- 
net and, reportedly, one of the few original 
Presidential advisors who retains the con- 
fidence of the White House. 


Well-known reporter and feature writer; 
also author of many articles appearing in 
the New Yorker as “Profiles.” 


Foreign editor of Financial News and The 
Banker; author of The World Economic 
Crists, The Future of Gold, and others. 


Oswald W. Knauth, James W. Angell, 
Joanna Colcord, George M. Harrison, 





Gcorge M. Putnam, Donald R. Richberg. 
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envelopes, letterheads, timing, copy-testing, etc. 


That the reader may know how to appraise the reliability of 
news, the author discusses the problems of propaganda, censor- 
ship, and other obstacles to the free ow of news, among them 
reporters’ and editors’ prejudices and blind spots. 


Three lectures delivered at the University of North Carolina, 
dealing with the impact of technology on American life, and 
calling for government maintenance of a balanced economic 
system through proper regulation of its several elements. 


An anthology of humorous stories about Samucl Goldwyn, con- 
sciously and unconsciously an incredible executive even in the 
once-in-a-lifetime industry. 


A review of France’s deflationary effort, the economics of sanc- 
tions, and other recent events in international finance, em- 
phasizing the errors and warning against a repetition of them. 


A factual study is augmented by the committee’s program of 
action, advocating immediate balancing of the budget and subse- 
quent reduction of the national debt. Reviewed in this issue. 
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ment’s ability to maintain its credit 
through another depression. 

How much debt retirement, then, is 
desirable? In the first place, debt re- 
duction, the committee believes, should 
begin in the fiscal year 1939. The re- 
search staff submits that rapid debt 
reduction during prosperous years 
should be necessary and desirable, just 
as spending during a depression is both 
necessary and desirable. The commit- 


OVER 


WORD we have never seen be- 

fore is minicam. Another is 
minifan. Both of them appear in a 
manuscript which will be published in 
Dun’s Review next month. The first, 
not unnaturally, is an abbreviation for 
“miniature camera.” The second is 
more difficult. It is short, very short, 
for “miniature camera addict.” 

The author, Robert Barton, says of 
his subject: “We are living in the year 
of the minicam miracle. That new, 
strange sound you hear in the air—that 
growing hum of activity—is the echo- 
ing click of thousands of new cameras. 
Photography has become more than 
our national hobby; it is a new life- 
force in industry.” 

But to business men who are con- 
cerned directly or indirectly with this 
new life-force in industry its direction 
and rate of change are even more im- 
portant than its present status. Not 
only does Mr. Barton describe its prog- 
ress thus far, but he endeavors as well 
to project it into the future, analyzing 
its possibilities in the light of the expe- 
rience of other, earlier fads and en- 
thusiasms, in photography and in other 


fields. 


As DIFFERENT as flour and wheat are 
statistics which have been “processed” 
and those which have not. Better 
known as “adjusting,” the processing 
of statistics is an ironing-out operation 
which removes distorting influences, 
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tee concurs, recommending an annual 
reduction of $1,000,000,000 in 1939 and 
through the 1940's. 

The amount of debt which can be 
retired depends, of course, on the ex- 
tent of business recovery, the trend of 
government expenditures, and the rates 
and types of taxation. On the assump- 
tion that the 1940 decade will witness 
the fulfillment neither of the most 
gloomy nor the most optimistic proph- 


THE EDITOR’S 


CONTRIBUTORS .. . COMING NEXT MONTH 


sometimes that of the business cycle, 
sometimes that of the natural, long- 
term expansion of industry. But usual- 
ly the term “adjusted” under a table of 
figures means they have been corrected 
for seasonal variations. 

Because an understanding of seasonal 
adjustments is so important and be- 
cause the processing can be done, cor- 
rectly and incorrectly, in so many ways, 
readers who are called upon to inter- 
pret statistics will welcome next month 
an article by another Barton, Hubert 
C. Mr. Barton will discuss the reasons 
for making seasonal adjustments and 
the methods commonly used. 


EIGHT WHOLESALE trade associations 
which have been eager to place the dis- 
cussion of their problems on a sounder 
factual basis have been forwarding the 
operating figures of their members to 
the Research and Statistical Division of 
Dvn & Brapstreet, Inc. The operating 








esy, the average annual national in- 
come would be about $70,000,000,000. 
An annual budget surplus of about 
$400,000,000, not the requisite $1,000,- 
000,000, would probably result. 

Though its members represent a 
wide diversity of interests, the commit- 
tee has agreed upon a course which is 
rigorous for virtually everyone. It 
means reduced expenditures or in- 
creased taxes, or both. 


DESK 


experiences of the concerns in each 
trade have been sorted by size, by de- 
gree of profitability, by merchandising 
policies, by amounts of sales increases, 
and by other measures designated by 
the associations. 

The first two surveys, for the grocery 
and confectionery trades, have just 
been completed. Next month, too, an 
article will review the findings of these 
studies. 


ALSO UNDER Way in the Research and 
Statistical Division is an analysis of the 
Dun & Brapstreet insolvency index as 
a business barometer. Under the direc- 
tion of W. R. Pabst, Jr., of the Depart- 
ment of Economics of Amherst Col- 
lege, the rate of industrial and commer- 
cial failures over a period of 50 years 
is being compared with the rate of busi- 
ness activity during the same period 
as measured by Colonel Ayres of the 
Cleveland Trust Company. 


DUN’S REVIEW 


Willard L. Thorp, Editor; Norman C. Firth, 
Managing Editor and Business Manager; Ray- 
mond Brennan, Edwin B. George, Walter 
Mitchell, Jr., A. M. Sullivan, Associate Editors; 
J. A. D'Andrea, Statistician; Clarence Switzer, 
drt Director; H. C. Daych, Advertising Manager. 
SuBscRIPTION: $4 a year; $10 for three years; 
35 cents a copy. Outside U. S. $5 a year. 

Dun’s Review goes to each company using the 
services of Dun & BrapstrEET, INc. Service 
subscribers may obtain additional subscriptions to 
the magazine for executives, branches, and so on, 
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at special rates . .. Published monthly. September 
1937, Vol. 45, No. 2113. Copyright 1937, 
Dun & Brapstreet, Inc. Printed in U. S. A. 


More detailed breakdowns of those statistical 
data originally compiled by the publishers—busi- 
ness failures, bank clearings, building permits, 
wheat and other grain supplies, and price indexes 
which are summarized and interpreted each 
month in Dwun’s Review (see pages 47-51)— 
are published monthly in Dwun’s Sratisticat 
Review, tables only, no text, $1 a year; $2 out- 
side the United States. 
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CHADING FIRE 


AN AUTOMOBILE began to smoke while speeding down Riverside 
Drive. Someone rang in an alarm. With surprising speed, sirens 
and bells began to sound in the distance, and soon two enormous 
hook-and-ladders pulled up. They were quickly followed by other 
kinds of fire-fighting apparatus. A fire extinguisher put out the 
blaze. 

Of course, the hook-and-ladders looked absurd beside the tiny 
car, yet the Fire Department was operating on the theory of proba- 
bility. It might have sent a single chemical truck to scout out the 
situation. It might have sent every piece of apparatus in the city 
to answer the alarm. It took a middle course—foolish in the single 
case but wise in the long run. 

The alarm bell rings in the business man’s office almost steadily 
—an Act of Congress, a decision of the Courts, a foreign battle, an 
act of a competitor. He can order out all his apparatus in every 
case, but his real effectiveness depends upon planning his protec- 
tion long before. The experienced fire-fighter does not expect 
the worst every time the alarm sounds. One can spend all his 
time and energy chasing fires. 
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